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COMMONWEALTH INSTITUTE 
OF ACCOUNTANTS 


GENERAL COUNCIL MEETINGS 


Meetings of General Council were held 
in Canberra from 26th to 28th April, 1950, 
and were attended by Messrs. E. A. Pever- 
ill (Vie), President (in the Chair), J. H. 
Devitt (Qld.), G. E. Fitzgerald (Vic.), 
C. H. King (W.A.), O. H. Paton (N.S.W.), 
F. H. Talbot (N.S.W.), H. J. Trist 
(N.S.W.), N. S. Young (S8.A.), S. G. 
Young (Vic), and the General Registrar. 

The Council placed on record its grate- 
ful thanks and appreciation for the valu- 
able and extensive services rendered to 
the Institute over many years by the mem- 
bers who retired from General Council 
during the year, namely Messrs. T. F. 
Brennan (Vic.), A. A. Fitzgerald (Vic.), 
R. F. Rushton (W.A.), and C. D. Wrigley 
(Qld.). 


COMMITTEE REPORTS 


In accordance with established practice, 
all important business had been reviewed 
by Standing Committees beforehand, and 
came before General Council in the form 
of written reports. This enabled all as- 
pects of each question to be given full con- 
sideration before a conclusion was reached. 
It enabled, also, a great amount of business 
to be transacted in the least possible time. 


EXECUTIVE COMMITTEE 
Registration of Accountants 


_ General Council reaffirmed its convie- 
tion that registration of all classes of ac- 
countants was in the best interests of the 


profession as a whole. It decided that a 
memorandum setting out its views in this 
regard should be published in The Austra- 
lian Accountant for the information of 
members, and that a Bill providing for a 
comprehensive form of registration should 
be drafted for discussion with other bodies 
and yarious State Governments. 


Organisation of the Profession 


Consideration was given to informal dis- 
cussions which had taken place with other 
Institutes. The Council was of the opinion 
that a consolidation of activities of the 
major accountancy Institutes was desirable 
in the interests of the profession as a 
whole, and authorised the Executive Com- 
mittee to explore the possibilities. 
Post-Graduate Studies 

General Council decided that this Insti- 
tute should recommend to any of its mem- 
bers who desire to pursue post-graduate 
studies in cost accounting that they should 
take such studies through the Australasian 
Institute of Cost Accountants and that no 
separate course for post-graduate studies 
for a qualification in the subject be con- 
ducted by this Institute. 

Australian Congress on Accounting 

General Council recorded its apprecia- 
tion of the valuable contributions made to 
the Congress by this Institute’s representa- 
tives and by members of the Institute who 
submitted papers. 
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Commonwealth Institute of Accountants—contd. 


Joint Committee of Accountancy Bodies 
in Australia 

Consideration was given to a proposal 
of the Council of Management of the Con- 
gress that the Institutes should come closer 
together by the formation of a permanent 
Standing Committee. It was thought that 
the Congress could be regarded as a 
demonstration of what could be achieved 
by co-operation; and that this spirit of 
co-operation should be preserved, not only 
in relation to the promotion of further re- 
search into matters covered by the tech- 
nical papers, but with other matters of in- 
terest to the profession as a whole. Gen- 
eral Council approved of the formation of 
a Joint Committee and agreed to partici- 
pate in its activities. It also agreed in 
principle with the draft constitution sub- 
mitted by the Council of Management of 
the Congress. 
Research on Papers Submitted at 
the Congress 

Although the Council of Management 


was appointed for the specific purpose of 
organising the Congress, it felt that it 
should formulate a plan for the promotion 
of further research on the technical papers 
in order to avoid any delay pending the 


constitution of a Joint Council. General 
Council approved of the plan of research 
submitted by the Council of Management 
and referred the subject assigned to this 
Institute, namely ‘‘Accounting Stan- 
dards,’’ to the Accounting Research Com- 
mittee for immediate attention. 
Company Legislation 

The Executive Committee reported ‘on 
developments in Victoria, where the Law 
Institute had asked the various Institutes 
to advise it on amendments which should 
be made to the accounts provisions of the 
Act of that State. The Law Institute had 
been informed that a wholesale revision of 
the Act was unnecessary and that full con- 
sideration of desirable amendments would 
involve months of work. In order to ex- 
pedite the completion of the task, arrange- 
ments had been made for the initial review 
to be undertaken by a Victorian Commit- 
tee as explained by the Accounting Re- 
search Committee (see later paragraph). 

The Institute’s examination of Company 
Law has been proceeding on the basis of 
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uniform State legislation. General Council 
decided, however, to seek the views of 
Divisional Councils on the desirability or 
otherwise of a Commonwealth Act. 


Visit of Mr. F. Sewell Bray 


It was reported that Mr. Bray had been 
well received by the universities of Austra- 
lia and that his ideas had provoked a great 
deal of discussion within the profession. 
No charge had been made by Mr. Bray for 
the time he spent on the visit, which in- 
volved an absence from England of five 
months. General Council recorded its 
grateful appreciation of the services ren- 
dered to this Institute and to the whole 
profession in Australia by Mr. Bray, and 
decided that, as a token of such apprecia- 
tion, he be presented with an Australian 
landscape by an Australian artist. 


Convention of N.Z. Society of 
Accountants 


At the request of the Executive Com- 
mittee, Mr. A. A. Fitzgerald, who had been 
invited to present a paper at the Conven- 
tion, agreed to act as the official represen- 
tative of this Institute. In reporting on 
his visit to New Zealand, Mr. Fitzgerald 
mentioned that he had addressed a number 
of meetings of members of the Society and 
visited the various universities in New 
Zealand. General Council recorded its ap- 
preciation of his services to the Institute 
during his visit. 

Administration 


General Council noted that Mr. D. 
Chipp, B.Com., A.I.C.A., had been ap- 
pointed Assistant State Registrar of the 
Victorian Division and that Mr. A. E. 
Webb, A.I.C.A., had been appointed State 
Registrar of the Western Australian Div- 
ision in succession to Mr. K. S. J. McGib- 
bon, who had resigned. 


FINANCE COMMITTEE 


The Finanee Committee submitted a 
number of financial statements for con- 
sideration of General Council, including 
those of the Divisions and of the Publish- 
ing Company. 

Financial Position Generally 


General Council was pleased to learn 
that members generally had accepted the 
increase in subscriptions as an inevitable 
corollary of the maintenance of Institute 
activities. A careful management of Insti- 
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tute finances will still be necessary, how- 
ever, during the current period of inflation 
which is causing costs to mount so rapidly. 


The Australian Accountant 


As a first step towards the improvement 
of Institute services General Council has 
decided that as from Ist January, 1951, 
The Australian Accountant should be 
printed on a mill-finished paper instead of 
newsprint. This will greatly improve the 
appearance of the journal and make the 
standard of production worthy of the high 
standard of its contents. 


Examinations 


At the last meeting of General Council, 
the Committee pointed out that the ‘‘sur- 
plus’’ on examinations shown in the ac- 
count was arrived at before making any 
charges for administrative services which, 
on any fair basis of apportionment, would 
convert the apparent surplus into a sub- 
stantial loss. In a supplementary report 
submitted in September, the Committee 
again mentioned that the practice of show- 
ing the excess of fees over direct expenses 
without making any provision for adminis- 
tration was misleading and gave the im- 
pression that the Institute was making a 
profit from the conduct of examinations, 
whereas it was incurring a loss. On the 
basis of data supplied by the Divisions and 
compiled at Central Office, the statement 
of income and expenditure on examination 
and student services was prepared and 
issued with the annual accounts. 

Administrative expenses incurred on ac- 
tivities directly for the .benefit of. candi- 
dates include the handling of applications 
for admission to the Register of Candi- 
dates and for exemptions in respect of 
equivalent examinations; entry in the 
register of exemptions, passes and fail- 
ures, changes of address, ete.; interviews 
and correspondence with candidates, 
coaches, and educational bodies; despatch 
and receipt of entry forms, arrangements 
for examinations, notification of results; 
meetings of candidates or students’ 
societies; use of library by candidates, ete. 

On estimates based on 1948 figures, the 
committee recommended in September, 
1949, that charges to candidates be in- 
creased. General Council therefore de- 
cided that as from April, 1950, examina- 
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tions the entry fee for the examinations of 
the Institute be fixed at 12/6 per paper 
and that the supervision fee for country 
candidates be discontinued. 


The budget of income and expenditure 
on examination and student services for 
1950 shows that the action taken to remedy 
the position was not sufficient. Application 
fees have fallen, examination fees are 
lower, and expenditure on administration 
has increased. Although some expenditure 
on student services, as distinct from the 
conduct of examinations, is justifiable, the 
committee was of the opinion that the ex- 
penditure was becoming excessive. It 
therefore recommended that as from the 
October, 1950, examination every candi- 
date at any examination should be charged 
a supervision fee of 5/- irrespective of the 
number of papers taken. General Council 


adopted this recommendation. 


Lectures by Mr. F. Sewell Bray 

By arrangement with the various univer- 
sities, each annual research lecture has 
been published in The Australian Ae- 
countant and reprinted in pamphlet 
form for distribution by the university 
concerned. The same procedure could not 
be carried out in respect of the 1949 lec- 
tures by Mr. F. Sewell Bray, because his 
lectures comprised a consecutive series. 
After consultation with the universities, 
the committee agreed that the publication 
of the lectures in one volume by Melbourne 
University Press should be underwritten 
by the Institute. Copies will shortly be 
available under this arrangement at 15/- 
each. 

ACCOUNTING RESEARCH 
COMMITTEE 


State Research Committees 

At the last meeting of General Council 
it was decided that, wherever practicable, 
a Research Committee be appointed in 
each State and that a member of the Cen- 
tral Committee be appointed to any such 
State Research Committee which may be 
formed. Later in the year, Research Com- 
mittees were appointed by the Councils of 
the New South Wales and Victorian Divis- 
ions, and, early in 1950, by the Council of 
the South Australian Division. 

Tasks have been allotted to the first two 
committees as follows: 
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New South Wales Committee: Draft ac- 
counting terminology working on the basis 
of Mr. Yorston’s ‘‘Commercial Diction- 
ary.’’ 

Victorian Committee: Draft recommen- 
dations regarding amendments to the ac- 
counts provisions of the various Companies 
Acts in the light of the Cohen Committee 
report and the paper on ‘‘ Accounting 
Standards’’ submitted at the Congress. In 
the course of this work, the committee will 
have regard to the provisions of the Com- 
panies Acts of Great Britain and other 
States. 

A task has yet to be allotted to the South 
Australian Committee. 

Conclusions reached by State Research 
Committees will be reviewed by the Cen- 
tral Committee. It is hoped that this pro- 
cedure will expedite the research work of 
the Institute. State Committees, consisting 
of local members, can meet more frequent- 
ly than the Central Committee, consisting 
of members from several States. When the 
preparatory work has been covered by the 
State Committees, the Central Committee 
ean concentrate on general principles 
rather than detail. Both the New South 
Wales and Victorian Committees have met 
several times and have made some pro- 
gress with the tasks allotted to them. 


Institute Convention 


General Council decided that the date of 
the next Institute Convention should be 
given further consideration by the Execu- 
tive Committee. It was felt that the hold- 
ing of a Convention in Adelaide in 1951, 
as previously decided, would be too soon 
after the 1949 Australian Congress. 

In the meantime, General Council auth- 
orised the opening of negotiations with the 
administration of the United States Edu- 
cational Foundation in Australia and with 
the universities for the purpose of endeav- 
ouring to arrange for an American ac- 
counting authority to visit Australia under 
the Fulbright Scheme. 


EDUCATION COMMITTEE 
School of Mines and Industries, Ballarat 


Arrangements made for students of the 
Gordon Institute of Technology, Geelong, 
to take the examinations of the Certificate 
Course of the Education Department of 
Victoria were set out in the committee’s 
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report to General Council last year. As 
these examinations were conducted by a 
joint board with this Institute, the exam- 
inations were recognised on the same basis 
as those of the principal technical colleges 
in various States. It was reported that ar- 
rangements similar to those with the Gor- 
don Institute of Technology had now been 
made with the School of Mines and Indus- 
tries in Ballarat. General Council noted 
this report. 

New Australians 

General Council was asked to consider 
the basis on which New Australians should 
be admitted to the examinations of the In- 
stitute. It considered that, as far as this 
Institute’s recognition of equivalent ex- 
aminations of overseas educational stan- 
dards was concerned, no new principle was 
involved—each case would be treated on its 
merits and in accordance with the recogni- 
tion accorded to the relevant qualifications 
by an Australian university. 

The question then arose as to whether 
an overseas student, from a country other 
than an English-speaking country, who 
had studied English to an advanced stage, 
had a sufficient command of English for 
the purposes of the Institute. General 
Council decided that all such New Austra- 
lians desiring to qualify for membership in 
this Institute should be required in future 
to take the Preliminary Examination. 


APPLICATIONS COMMITTEE 


The committee submitted details of ap- 
plications for admission to membership, of 
changes in status (including transfers to 
the Separate List), and of removals from 
the Register of Members dealt with by the 
General and Divisional Councils. 


MATTERS NOT DEALT WITH IN 
COMMITTEE REPORTS 


Membership 


General Council approved of a recom- 
mendation that announcements regarding 
admissions, advancements, and resignations 
of members of the Institute be published 
in The Australian Accountant, i.e. in the 
main portion of the journal and not in the 
‘News and Notes.”’ 


Unauthorised Use of Institute Letters 


General Council decided that official 
publications should be perused from time 
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to time to discover any cases in which In- 
stitute letters are being used by persons 
who are not members of the Institute. 
Authorised Membership 


General Council resolved that, in pur- 
suance of Article 2, the number of mem- 
bers of the Institute be increased from 
6,000 to 7,000 for purposes of registration 
under the Victorian Companies Act. 
President 

General Council placed on record its ap- 
preciation of the valuable services ren- 
dered by the President, Mr. E. A. Peverill, 
during the year, and of the manner in 
which he conducted the meeting. 

Office Bearers 

After the Annual Meeting, the follow- 
ing office bearers were elected for the en- 
suing year: 

President : Mr. N. 8S. Young 
Vice-presidents: Mr. T. A. Stump, 
Mr. G. E. Fitzgerald 
Hon. Treasurer: Mr. 8. G. Young 
Standing Committees 

The following committees were appoint- 
ed for the ensuing year: 

Executwe: The President (Chairman), 
G. E. Fitzgerald, O. H. Paton, F. H. Tal- 
bot, and 8. G. Young. 

Finance: The Hon. Treasurer (Chair- 
man), G. E. Fitzgerald, and E. A. Peverill. 
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Applications: E. A. Peverill (Chair- 
man), G. E. Fitzgerald, and 8. G. Young. 

Parliamentary and Laws: O. H. Paton 
(Chairman), G. W. Brain, M. F. Hardie, 
A. C. Leslie, and F. H. Talbot. 


Board of Examiners: H. P. Ogilvie 
(Chairman), L. H. Dillon, A. A. Fitz- 
gerald, G. E. Fitzgerald, K. C. Keown, 
O. R. MacDonald, and N. S. Young, with 
power to appoint further members subject 
to the approval of the Executive Commit- 
tee. 

Membership: F. H. Talbot (Chairman), 
E. A. Cupit, O. H. Paton, C. H. Prosser, 
Walter Scott, and H. J. Trist. 


Education: A. A. Fitzgerald (Chair- 
man), G. E. Fitzgerald, J. A. L. Gunn, 
V. R. Hill, K. C. Keown, H. J. Trist, N. 8S. 
Young, and 8S. G. Young. 


Accounting Research: A. A. Fitzgerald 
(Chairman), L. H. Dillon, G. E. Fitz- 
gerald, R. A. Irish, K. C. Keown, E. A. 
Peverill, W. M. Scott, V. L. Solomon, R. K. 
Yorston, and N. 8. Young. 


Representatives on Joint Council of 
Accountancy Bodies in Australia 


The President and Messrs. O. H. Paton 
and F. H. Talbot were appointed the rep- 
resentatives of this Institute on the Joint 
Committee of Accountancy Bodies in Aus- 
tralia. 


ACCOUNTANTS DO NOT ACCEPT COMMISSIONS ON MERCHANDISE 


We have never actually known of a case of an accountant who got any rake-off 
as a result of referring clients to suppliers, but we have been told that such things 
happen. A trade journal devoted to the interests of stationers carried an editorial a 
few months ago stating that the ‘‘accountants’ racket’’ was cropping up again. Ac- 
countants, the editorial said, approached stationers with the offer to throw business 
their way in return for payment of a percentage of the sale. 


The position is perhaps complicated by the fact that the name ‘‘accountant’’ is 
used both by men of true professional stature and by those with little knowledge of 
the standards or ethics of the profession.. Phat any professional accountant would 
ever touch this ‘‘accountants’ racket’’ is beyond our imagination. If a man engaged 
in the ‘‘racket’’ were a member of the American Institute of Accountants or a State 
society of certified public accountants, we are sure their committees on ethics would 
like to know about it. 


—The Journal of Accountancy, January, 1950. 
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FUNDAMENTAL CONCEPTS 
OF CORPORATE ACCOUNTING 


by 


R. A. IRIsH, F.1.¢.A. 


(The Sixth Commonwealth Institute of Accountants Annual Research Lecture 
delivered in the University of Tasmania on 30th May, 1950) 


The trading corporation dominates the 
business scene. In consequence, the prob- 
lems of corporate accounting are inter- 
minable, deeper than might be suspected, 
and call for continuous research. 

This is the last of the series of three 
lectures summarising my research in this 
field. The first lecture traced the evolu- 


tionary background from the fifteenth cen- 
tury to the present time. The contents of 
the second paper are sufficiently described 
by its simple and honest title: ‘‘Current 
Developments in Corporate Accounting.”’ 
With these behind me I now feel equipped 
to seek out the more important fundamen- 
tal concepts and examine their validity. 


THE CORPORATION’S INFLUENCE ON ACCOUNTING 


Accounting obligations existed even in 
the earliest days of civilisation. Irrespec- 
tive of the form or method of making the 
records, the fundamental objective was in- 
variably connected with financial steward- 
ship, the recording of personal relation- 
ships. This traditional background to ac- 
counting cannot be discarded lightly, for 
it now forms an indivisible part of the 
social structure, recognised in morals and 
in law. 

The foundations of modern accounting 
are acknowledged to have been set not later 
than the fifteenth century, and, as trading 
through the medium of companies came 
into being, these foundations’ were sound 
enough to support the more elaborate 
superstructure which corporate accounting 
demanded. " 

At this point it has to be realised that 
an individual may account for himself in 
any way he likes, but the position becomes 
totally different as soon as his relationships 
with other parties are in question. Even 
then there would ordinarily be no absolute 
need to do more than record the debtor or 
creditor relationships arising from his 
business transactions. 

The introduction of the trading corpor- 
ation brought about a much more involved 
situation which required accounting to 
record the varying rights of individuals, to 
measure profits, and, what is more, to 
measure them for definite periods of time. 
Corporate activity forced accounting to a 
position where a_ distinction between 


? 


‘‘capital’’ and ‘‘income’’ was considered 
necessary, where annual profit measure- 
ment had to be undertaken, where annual 
disclosure of the degree of capital preser- 
vation had to be made. With the advance- 
ment of industry and commerce through- 
out the world, these basic technical prob- 
lems came to be analysed more closely and 
were defined with greater refinement. In 
so far as most of our business activity is 
now centred in the limited company, there 
can be no question as to the deep influence 
which the corporation has exercised and is 
exercising upon the technique of account- 
ing. If we have achieved better accounting 
methods, better means of measuring profits 
and disclosing the financial status of a 
business, we must thank the trading com- 
pany. 

The limited company makes possible the 
efficient production of goods and services 
to a degree beyond the power of the indi- 
vidual, or, for that matter, of the State. 
It gives an element of permanency to busi- 
ness organisation and activity which is al- 
together necessary for continuous enter- 
prise. Through the profit motive, whether 
in the form of dividends or capital appre- 
ciation, it fosters a spirit-of adventure in 
business; it gives the incentive to expand, 
to develop new markets and new products. 
All this is made possible through the pool- 
ing of idle capital resources subscribed by 
a vast assemblage of individuals. Because 
of intrinsic virtues such as these the limi- 
ted company is a major social force. 
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Fundamental Concepts—continued 

The Committee on Accounting Pro- 
cedure of the American Institute of Ac- 
countants emphasised this position on page 
1 of their very first Bulletin: ‘‘The Com- 
mittee regards corporation accounting as 
one phase of the working of the corporate 
organisation of business, which in turn it 
views as a machinery created by the people 
in the belief that, broadly speaking, it will 
serve a useful social purpose. The test of 
the corporate system and of the special 
phase of- it represented by corporate ac- 
counting ultimately lies in the results 
which are produced. The results must be 
judged from the standpoint of society as 
a whole—not from that of any one group 
of interested parties.”’ 
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The emphasis on social purpose opeus a 
new era of deeper thinking for the account- 
ancy profession, for there can be no escape 
from the fact that accounting research so 
far has been directed predominantly at de- 
velopment of techniques. The question of 
social obligation is a fresh field, but it is 
one which has recently had marked atten- 
tion. 

Viewing the matter in perspective, it is 
found that corporate accounting has been 
influenced primarily by the_ requirements 
of financial stewardship out of which have 
developed many important, technical ac- 
counting concepts. To-day there is an at- 


tempt being made to merge these concepts 
with social responsibility, a development 
which I propose to examine in this lecture. 


THE FUNDAMENTAL CONCEPTS OF ACCOUNTING 


It_is widely believed that accounting is 
a technical art, and this is unquestionably 
a correct view; but it is not the whole 
truth, for accounting is also a science, not 
dissimilar in its elements to medicine, eco- 
nomics, or other sciences related to human- 
ity. 

There are two aspects to the fundamen- 
tals of accounting: 

1) The philosophical, which springs 

from the vagaries of human be- 
haviour and takes in both the causa- 
tive impulses of accounting and the 
social implications. 
Applied aceounting, which is essen- 
tially technical, though always de- 
pendent on skill, judgment, and ex- 
perience. 

It must be admitted that the cornerstone 
of accounting is placed somewhere in the 
study of man’s behaviour, and in this re- 
spect at least it is parallel to the science of 
economies. The ‘‘laws’’ of economie science 
are not fixed and definite like those of the 
physical sciences, but this does not dis- 
prove the validity of those laws. Even the 
fact that an economic law may, under cer- 
tain conditions, be counteracted or sup- 
pressed does not deny its truth; and so it 
is with accounting. 

Philosophical study of the fundamental 
causes of accounting can never locate fixed 
and immutable rules capable of expression 
with mathematical precision. Attempts 
which have been made to do this fail to 


touch fundamental truth; they are equa- 
tions of results, not causes, and they are 
dangerous because they ascribe to account- 
ing a certainty it can never possess. <Ac- 
counting is a servant of mankind, and as 
such, must tolerate and adjust itself to all 
the individual peculiarities which dis- 
tinguish one person from another. How 
can unpredictable human actions be ex- 
pressed as an equation of definite values? 
The philosophy of accounting is as exten- 
Sive in scope as any other metaphysical 
science. 

Man is by nature an individualist domin- 
ated by an instinct for self-preservation, 
and in our society he meets his needs by 
drawing upon available resources to the 
extent of his own monetary power, for it 
is customary to translate worth or value to 
terms of ‘the money symbol. The natural 
instincts lead us, according to the degree 
of personal desires, into the pursuit of 
money. It follows that there is wisdom, if 
not necessity, in acquiring more monetary 
resources than are needed to cover immedi- 
ate physical demands so that future lean 
years may be met from the storehouse of 
savings. 

Next, it must be observed that the finan- 
cial structure of our society is highly 
organised. Wealth is no longer reckoned 
in terms of coin or bullion. The increasing 
use of credit facilities, the development of 
banking, and the merger of capital re- 
sources in limited companies combine to 
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make an interlocking and interplay of 
finance which is outside an individual’s 
control. This development of the financial 
structure, joined with the individual’s sel- 
fish mercenary instinct, makes each indi- 
vidual deeply conscious of the need to 
know that his savings are properly ac- 
counted for, that his rights in relation to 
those of others are correctly shown, and 
that the increment to his savings is meas- 
ured accurately. Because society has an 
ethical code of honesty, these facts are ex- 
pected to be stated definitely, no more and 
no less than is due. Our civilisation makes 
these measurements, not in money, but in 
terms of the money symbol, just as island 
natives may use sea-shells as a somewhat 
similar indicator. 


The causative impulse of accounting is 
therefore located in the natural habit of 
our species. The necessity for accounting 
springs from self-interest, and in our social 
environment it commands exact periodical 
reports on preservation of ‘‘savings’’ and 
on the increment thereto. In other words, 
accounting finds its genesis in the need to 
record financial relationships, in the duties 
of financial stewardship. Whatever else 
we may hope to achieve through the science 
of accounting, we cannot hope to displace 
this as a fundamental truth. Indeed, it 
may be remarked that, in a perfect world 
peopled by a race free of selfish instincts, 
accounting would be superfluous, for all 
would do their utmost for the common 
good alone. 


Passing to the realms of practical busi- 
ness, if Smith sells goods to Brown, the 
first fundamental fact is that Brown is a 


debtor until he pays. Accounting there- 
fore records that relationship. Then 
Smith’s action is dictated not merely by 
the desire to make a sale to Brown, but by 
the urge to realise a profit. The second 
fundamental task is the measurement of 
this profit. When a corporation is the 
medium of business activity, a third funda- 
mental intrudes—accounting for the duty 
of trust which directors (who operate the 
business) owe to shareholders (who theor- 
etically have no part in detailed opera- 
tions). Every business transaction, 
whether through a corporation or other- 
wise, is irrevocably a matter of financial 
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relationships, dependent upon the account- 
ing art for its proper recording. 


In corporate accounting it is now con- 
ceded that a fourth fundamental has arisen 
from the social responsibilities of the trad- 
ing company. Corporate accounting is ex- 
pected to meet the needs of third parties, 
such as creditors, government authorities, 
trade unions, employees, economists, pros- 
pective investors, and so on. 


Wherever man’s behaviour is involved, 
society establishes rules to govern it, and 
in so far as behaviour impinges on account- 
ing there is no exception. Rules which have 
emerged to govern the accounting processes 
of identifying the rights and relationships 
of individuals and measuring the results 
of their efforts may be stated as follows: 


(1) The money symbol is the standard 
basis for recording business transac- 
tions, financial relationships,* and 
measuring increments. The money 
symbol is applied to the extent 
relevant to the transaction at the 
time when it occurs, and the ac- 
counting process takes no cognis- 
ance of whether the bargain is good 
or bad, or whether, speaking rela- 
tively, the value of the currency at 
that time is inflated or deflated. 
As financial stewardship is the 
paramount objective and rests at 
the base of accounting, it*is im- 
material that changes may occur in 
the value of money as property, so 
long as the resources entrusted by 
shareholders and creditors are ac- 
counted for. As completed transac- 
tions are entered consecutively at 
their cash equivalent at the time, it 
is evident that the accounts sum- 
marise dealings over long periods in 
which the individual values may be 
quite unrelated to the present value 
of money. 


It is part of the accounting art to 
record each transaction in a man- 
ner which retains an arithmetical 
equilibrium. Hence, any aggrega- 
tion of money symbols is purely a 
continuation of the equilibrium pro- 
cess and does not yield any factual 
data such as the actual saleable 
worth of the business assets. 


(3) 
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(4) Inductive logic has yielded rules 
or guides to good practice, which, 
however, must be variable to meet 
human behaviour as applied to busi- 
ness. The tabulation of experience 
in given situations enables some cer- 
tainty and some degree of stan- 
dardisation to be injected into ac- 
counting judgments. The conven- 
tions so derived relate to: 

(a) The measurement of profit, es- 
pecially for definite periods of 
time. 

(b) The preservation of capital. 

(ec) The presentation of financial 
statements. 

At the same time, accounting tech- 

niques have so developed that it 

may be possible to indicate the eco- 

nomic effect of business activity 

while preserying the primary pur- 
poses of stewardship. 

The mere mention of the fifth rule is 

profoundly significant and indicates the 
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evolution of a new mental approach to the 
science of accounting. If accounting is re- 
sponsible for recording man’s monetary re- 
lationships with his fellows, it goes to the 
root of his existence, as a very slight de- 
gree of meditation must admit. In a world 
which is more conscious than ever of social 
welfare (even if it sometimes forgets social 
responsibilities) it is well that the account- 
ancy profession should be directing itself 
to wider concepts which may assist social 
development, while upholding always the 
basic duty of accounting to the individual. 

In pursuing the logic of this statement 
of accounting philosophy, it therefore be- 
comes necessary to look at these problems: 

(1) The money symbol. 

(2) The preservation of capital. 

(3) The measurement of profit. 

(4) Social accounting. 

In doing so, I propose to address myself 
particularly to their implications in cor- 
porate business activity. 


THE MONEY SYMBOL 


The money symbol as used in accounting 
should never be read as a measure of cur- 
rent value. It is nothing more than a 
special unit of accounting measurement, 
just the same as a bushel of wheat which 
varies from season to season. It is a tech- 
nical measuring device. 

The use of the money symbol as a basis 
of stewardship is inherent in the human 
race. The trouble is that it has come to be 
looked upon, not as a mere symbol, but as 
a mathematical exactitude, an expression 
of current and definite value in terms of 
cash. This might be in order if all property 
were cash, but it is not so when other forms 
of outlay arise, such as the purchase of 
company shares which may vary from time 
to time in their exchangeable value for 
cash. The processes of business activity in- 
volve the constant conversion of cash 
funds into other forms of assets. 


It has been suggested that it is funda- 
mental to accounting to express transac- 
tions in terms of ‘‘money of account’’ and 
to assume that such ‘‘money of account”’ 
has a constant purchasing value. With re- 
spect, I do not think this is a logical eon- 


cept. I have pointed out that the causa- 
tive impulse of aecounting is anchored 
firmly in financial stewardship. The whole 
process of accounting is geared to record 
funds entrusted and their subsequent dis- 
posal. The use of the money symbol merely 
states the accounts in terms which are rela- 
tive to cash funds entrusted at intervals 
by shareholders and creditors plus those 
funds accruing daily from _ re-invested 
profits, or ‘‘savings.’’ 


Thus, if a person invests £1,000 in a 
company, that sum is placed to his credit. 
Then, if that cash sum is used to buy, say, 
real estate, i.e. converted to another form 
of asset, accounting in its primary sense 
merely aims to account for the outlay of 
£1,000. The accounts at that point would 
show the investor as being owed £1,000 on 
the. one hand- and would show the unex- 
pired outlay on real estate of £1,000 on 
the other. Should it so happen that the 
real estate rises in value to £1,500, account- 
ing takes no notice of this unrealised move- 
ment unless and until the asset is disposed 
of. Assuming the asset is eventually sold 
for £1,500, accounting records the conver- 
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sion of the asset and the increment of £500. 
In other words, the investor is at that 
point entitled to £1,500. Pursuing the 
eyele further, if the sum of £1,500 is again 
expended in buying an asset there is quite 
clearly no assumption that £1,500 had the 
same purchasing value as the original in- 
vestment of £1,000. In commercial affairs, 
processes of this kind oceur daily. 

Moreover, it has already been brought 
out that accounting does not concern itself 
with the value of money as a commodity. 
It is a process of recording actual expen- 
ditures which must be related to the share- 
holders’ original capital, to the finance or 
credit allowed by bankers and creditors, 
and to the funds derived from undistribu- 
ted profits. As these funds vary in total in 
every business from day to day and as 
fresh expenditure takes place similarly 
there can be no underlying assumption of 
constancy in the value of money. 

Such a concept is not necessary to ac- 
counting in its fundamental purpose of 
financial stewardship. 

It is necessary to ponder on this because 
there are many new theories raised in ac- 
counting which are founded on the fallacy 
of the money symbol.. Many attacks have 
been made upon accepted concepts because 
of misunderstanding as to what accounting 
aims to do and the proper significance of 
the special technical unit in which its re- 
sults are stated. 

A particular area of difficulty arises in 
the question of changes in the value of the 
currency, a problem which has been ac- 
cented by the apparent inflation of recent 
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years. Many contend that balance sheets 
are unreal, that profits are being really 
overstated, that depreciation provisions are 
inadequate, and that corrective action 
should be taken to disclose the true posi- 
tion. 


Those who want to translate the formal 
annual accounts to economic values adduce 
many arguments to justify their view, but 
even if it is admitted that they are correct 
the problem of practical implementation 
is so far unanswered aftd, I believe, un- 
answerable. The general opinion is that 
the solution rests in the use of some form 
of imdex numbers, but what is to be the 
base year? Why should it be assumed that, 
say, 1939 is a normal year? Surely 1939 
values are purely relative to current values 
and of no practical utility. Then, too, we 
should all know the unreliability of index 
numbers, especially when we come to ap- 
ply them on a consistent basis to the pecu- 
liarities of each and every business ac- 
tivity. 

This is not to say that assets may not be 
restated at current values; indeed, many 
companies have done this in schemes of 
capital reorganisation. We then set up, 
although artificially, new funds (expressed 
in the money symbol) for which an ac- 
counting obligation exists, and the normal 
processes follow on from there. 


The money symbol must be used in ac- 
counting only so far as duties of financial 
accountability arise. So long as it is con- 
fined to this meaning we can get clearer 
thinking on some of the other problems 
which beset us. 


THE PRESERVATION OF CAPITAL 


Balance sheets are prepared at particu- 
lar points of time to give a progressive 
account of the preservation of capital. The 
objective is simply to show unexpired ex- 
penditures in cash terms equivalent to 
those which existed when funds were en- 
trusted to the company. These funds may 
be derived from shareholders, from credi- 
tors, or from accumulated profits. The 
balance sheet is designed to state in sum- 
mary form how funds so received have 
— expended at a particular accounting 

ate. 


The accounting entity theory recognises 
that business capital comes not only from 
shareholders, but also from outside credi- 
tors in various forms. Under our financial 
system, which makes extensive use of 
credit, the balance sheet is not just a cash 
statement of receipts and payments, but 
it is a statement in summary form show- 
ing the finance made available and the 
manner in which such finance has been ap- 
plied by the business. 

It is more compatible with the duties in- 
trinsic in stewardship to conceive the bal- 


(Continued on page 219) 
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ance sheet in these terms than it is to re- 
gard it as a statement of assets and liabili- 
ties. As soon as we try to justify the bal- 
ance sheet as a statement of financial con- 
dition or regard it as assessing the worth 
of a business we are pushed into absurd 
and unreal theories. On the other hand, 
if we confine it to the concept of a ‘‘re- 
ceipts and disposal of funds statement’’ 
we can carry our logic through to a con- 
sistent conclusion. 

It is important to ponder on the influ- 
ence of the money symbol and the supreme 
implications of stewardship. The equilib- 
rium process which is evident in the debit 
and credit of accountants, when joined 
with the use of the money symbol, does not 
allow us to say that an aggregation of in- 
termittent expenditures will show the 
worth of anything—and it is not the func- 
tion of the formal balance sheet to. do so. 
If a company spends £10,000 of its capital 
in 1939 to buy a building (which may be 
worth £20,000 now) and spends a further 
£25,000 in buying a building in 1950, all 
that the balance sheet says is this: ‘‘ You 
have spent £35,000 of your capital in buy- 
ing buildings.’’ It does not aim to suggest 
even remotely whether the purchases were 
good or bad bargains, and it cares even less 
what their current worth or replacement 
cost may be. Meantime, the balance sheet 
gives a true accounting of the funds en- 
trusted to the company. 

These views are right in line with com- 
pany law, which allows a division of sur- 
pluses, in general terms, only when there 
are enough funds to pay creditors and if 
it dan be shown that capital has been pre- 
served or ‘‘kept up.’’ It prehibits any re- 
duction of paid-up capital without prior 
recourse to the courts, though it cannot 
prevent a loss of capital through business 
adversity. Essentially, the law is con- 
cerned with accounting for cash capital; 
it is not concerned at all with maintenance 
of ‘‘real’’ capital in the economic sense. 

Company directors are concerned about 
the preservation of capital in a different 
way. To them business is a battle for sur- 
vival, and financial policies invariably aim 
to supplement cash capital and credit re- 
sources with resources built up from un- 
divided profits. There is nothing new in 
this, for civilisation is attuned to saving 
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from fat years to tide over lean years. 
Companies with reserves are manifestly 
better able to preserve the paid-up capital 
in times of adversity than those companies 
which have followed improvident dividend 
policies. 

However, company directors are not so 
interested in the preservation of ‘‘real’’ or 
‘‘eeonomic’’ capital. In the first place 
they have no legal responsibility to do so. 
Secondly, why is it so readily assumed that 
a business should aceumulate sufficient 
savings or reserves from current profits to 
provide the funds to maintain productivity 
at the present level? It may well happen 
that when the time comes to replace stocks 
or plant or some other asset, original capi- 
tal resources may be quite inadequate. At 
that point it has to be decided whether 
continuance of the business on the same 
seale is enonomically justifiable, and if it 
is, there is no reason why further capital 
should not be secured. 

| mention this matter because there are 
many who would like to see the balance 
sheet show current values. They would 
also like to be able to deduce from the 
annual accounts whether or not ‘‘real capi- 
tal’’ is being preserved. That is not and 
cannot be the function of the balance sheet. 
If information like that is useful we must 
devise other means of getting it, such as 
through special supplementary statements. 
As a matter of fact this happens nearly 
every time when a company goes to its 
bankers for finance or converts to a public 
company. Without necessarily altering its 
formal balance sheet it submits a state- 
met showing current values of its assets. 

In a well-managed and profitable busi- 
ness, the eurrent worth of assets is really 
only of academic importance. What does 
matter is the ability to pay creditors and 
to continue profitable activity on the same 
seale in the future. The latter cannot be 
gauged or even guessed at from the annual 
accounts. There may be pointers to the 
position but the only way to make a proper 
assessment is to get back behind the annual 
accounts to the detailed data compiled in 
the processes of accounting and to budgets 
and the like. 

In another direction, however, it may be 
queried whether the normal processes of 
accounting do ‘‘preserve’’ original capital. 
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The failure springs from the idea that the 
balance sheet shows assets and liabilities, 
an idea which seems to be logically inade- 
quate. The notion has developed that 
‘assets’? fall arbitrarily into two main 
groups, the one ‘‘eurrent,’’ the other 
*“fixed.’’ Under this concept a slow-mov- 
ing item of trading stock is classified as 
current, whereas an investment which is 
immediately saleable may be classified as 
fixed. Furthermore, current assets are 
generally appraised annually and have 
some relation to current values, but fixed 
assets are expressed at cost and are further 
subdivided into two sub-groups, those on 
which depreciation should be provided, 
and those on which no depreciation pro- 
vision is legally necessary. So it has become 
customary to depreciate plant, thereby 
(theoretically) reinstating cash funds to 
the extent of the loss in value through use. 
As against this, there are other fixed assets 
such as shares, buildings, rights, mines, 
ete., where depreciation is not generally 
recognised in the accounts at all. 


These manifest and illogical inconsis- 
tencies can be broken down if the balance 
sheet is looked at as a receipts and dis- 
posals statement. Under that concept all 
so-called ‘‘assets’’ become expenditure on 
behalf of future financial years. It wou}d 
then be clearly wrong to carry forward 
any expenditure, whether current or fixed 
according to current ideas, unless future 
years were getting benefit to that extent. 
It would be easier to fulfil the duty of 
showing the preservation of capital. 


Suppose capital is invested in shares 
costing £1,000, the value of which is only 
£250. How can we argue that capital has 
been ‘‘preserved’’ if we carry forward 
£1,000 as the value of the shares? As a 
statement of account, the balance sheet 
falls down on those items which decline in 
value yet are not subject to progressive 
restoration from profits. Viewed as an ex- 
penditure statement and remembering we 
ean rightly defer any expenditure only to 
the extent it is expected to help the future, 
it becomes possible to ensure that the ac- 
counting processes do give a true state- 
ment of capital preservation. 


The origin of the balance sheet as a 
statement proving the arithmetical equilib- 
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rium of balances outstanding in the ledger 
is perpetuated in the form of the modern 
orthodox balance sheet. The orthodox form 
has been the subject of some attack and 
equally vigorous defence. Some would like 
to see it in vertical, narrative form, others 
would like to see it broken into two or 
more related statements showing working 
capital, proprietors’ equity, and so on. 
These are matters of choice, but having 
regard to the limitations of the balance 
sheet and particularly the duty of steward- 
ship, I am inclined to see a lot of merit 
in a modification of the old Double Ac- 
count balance sheet. 


The objective would be to show the ex- 
penditure of cash capital and the degree 
to which expired expenditure has been re- 
eouped. Then there would be a statement 
of savings from profits and the avenues of 
investment of those funds. The statements 
would be more in the character of account- 
ing for receipts and payments of share- 
holders’ and creditors’ ‘‘eapital’’ rather 
than a statement of assets and liabilities. 


It would not be so hard to do this as it 
may sound, as a survey of normal finan- 
cial operations of a company will show. 
When a company is first incorporated, its 
capital is subscribed and then expended in 
certain specific directions, such as the pur- 
chase of plant, premises, and similar facili- 
ties, perhaps the acquisition of invest- 
ments, and in financing current trading. 
At the same time companies may use credit 
in two ways, in specific long-term finance 
such as a mortgage, and in trade credit or 
bank overdraft. The subsequent profits 
may be used to enhance financial strength 
or-to pay dividends, but however they are 
used, the disposal of profits can be traced 
also. 


Let us assume that a company com- 
mences operations with a capital of 
£100,000. It spends £40,000 on plant, 
£20,000 on buildings, £10,000 on invest- 
ments, and retains £30,000 for working 
capital to provide stocks, to finance current 
expenses, book debts, and so on. At the end 
of the first year the company has earned 
a profit of £5,000 after providing for 
£4,000 depreciation on plant. The state- 
ment of accounts might then follow this 
form : 
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STATEMENT SHOWING USE OF LONG-TERM FUNDS 
(at end of first year) 


Source or Funps 
£ 
Capital subscribed .. 100,000 
Depreciation of plant restored 
from sales of goods 
Accumulated trading 
re-invested 


4,000 
5,000 


profits 


£109,000 


DISPOSAL OF FUNDS 

£ 
40,000 
20,000 
10,000 


Cost of plant 
Cost of buildings 
Cost of investments 


70,000 
Balance of shareholders’ funds 


used in current operations 39,000 


£109,000 


STATEMENT OF FUNDS USED IN CURRENT OPERATIONS 


Source oF FunpDs 

£ 

Balanee of shareholders’ funds 

used in current operations 

Amounts owed to trade credi- 
tors 


39,000 
8,000 
£47,000 


Some may quarrel with the terminology 
of this statement; others may contend it is 
over-simplified. I would be prepared to 
concede these points. The real purpose of 
quoting it at all is, however, -to demon- 
strate how much more clearly the duty of 
financial accountability can be met in this 
way. Firstly, such a statement separates 
clearly the equities of shareholders and 
creditors. Secondly, the division is based 
upon the sound footing that long-term ex- 
penditures should not be financed by short- 
term funds. It is thus logical to take share- 
holders’ funds and long-term borrowings 
as related to expenditures on what are 


DiIsPposaL OF FuNpDs 


Cash resources 
Debtors 
Stocks 


usually known as fixed assets. It is simi- 
larly logical to assume that short-term 
creditors should not be expected to finance 
more than short-term assets and that they 
should look primarily to them for pay- 
ment. There is, of course, no objection to 
having only one statement instead of the 
two shown here. 

The general advantages of the two-way 
statement are more evident if the structure 
is applied to an unsuccessful company. 
Assume that the company in question lost 
£40,000 in its first year of operations. In 
that event the statements might come out 
in this fashion: 


STATEMENT SHOWING USE OF LONG-TERM FUNDS 


Source or Funps 
£ 
Capital subseribed .. 100,000 
Depreciation of plant restored 
from sales of goods 4,000 
104,000 
Deficiency in shareholders’ 


funds for current operations 6,000 


£110,000 


DisposaL OF Funps 

£ 
40,000 
20,000 
10,000 


Cost of plant .. 
Cost of buildings 
Cost of investments 


70,000 


Capital lost in year’s trading 40,000 


£110,000 


re 
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STATEMENT OF FUNDS USED IN CURRENT OPERATIONS 


Source oF FUNDS 

£ 

Amounts owed to trade eredi- 
tors 


nt Ae 10,000 
Bank overdraft 


30,000 


40,000 
Less deficiency in shareholders’ 


funds for current operations 6,000 


£34,000 


It would be worthwhile to experiment 
with the development of this form of finan- 
cial reporting, for it may be shown to have 
several advantages: 

(a) It is right in line with the primary 
obligation of financial stewardship 
in showing the preservation of capi- 
tal, both for shareholders and out- 
side creditors. 

It avoids the misunderstandings of 
the money symbol which arise in the 
orthodox balance sheet, by empha- 
sising the element of receipt and 
payment. 

It shows clearly the extent to which 
the outlay on wasting assets has been 
restored. 

It preserves a distinction between 
the original capital funds which 


DISPOSAL OF FUNDS 

£ 
Nil 
14,000 
20,000 


Cash resourees 
Debtors 
Stocks 


£34,000 


have to be preserved and the asset 
formation which results from _ re- 
investing accumulated profits. 

It draws a clear distinction between 
funds used for current operations 
and those which are not so avail- 
able. 

It is consistent with the concept that 
the balance sheet is a statement of 
outlays which have not been used 
up at the balance date. 

It expresses the balance sheet in 
terms of cash equivalent to the orig- 
inal funds and subsequent savings. 
It accords with legal concepts of 
the balance sheet. 

It facilitates interpretation of the 
balance sheet on a sound and realis- 
tie footing. 


THE MEASUREMENT OF PROFIT 


When trading corporations were first 
created, entirely new problems in account- 
ing arose swiftly. The first ‘‘Companies’’ 
accounted when the voyage or venture was 
finished, but the natural evolution of “‘ per- 
manent’ capital investment brought with 
it the need for periodical accounting, 
which is now the inescapable curse on the 
accountancy profession. 


The law demands an annual accounting 
by companies; the social structure de- 
mands it also for its various purposes. The 
upshot is that the continuing, unending 
stream of business activity has to be 
broken up into what Professor Littleton 
has called ‘‘arbitrary and meaningless 


lengths ¢alled years.’’ None the less, we 
cannot avoid the fact that periodicity is an 
essential element. 

This obligation caused the accountancy 
profession to develop certain techniques 
which it proceeded to rationalise as fol- 
lows : 

(1) In the first instance it was necessary 
to classify transactions as either 
capital or income, a_ distinction 
which is not exactly defined and is 
of somewhat doubtful validity and 
utility. 

It was necessary to postulate an as- 
sumption that the company was 4 
foing concern, that it would con- 
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tinue in operation indefinitely. <Ac- 
counting practices based on this as- 
sumption were thus legitimatised 
even though at the time of prepar- 
ing the accounts liquidation might 
be imminent or overdue. 
In more recent years, the theory of 
matching costs against income has 
come forward as the central device 
for measuring annual profits. 
Before examining these concepts, it is 
perhaps as well to know what the objective 
is. It may be stated shortly as ‘‘the 
measurement of the profit for the year.’’ 
Unfortunately it is necessary to divert 
momentarily to remove a common miscon- 
ception about this. The common view was 
nicely summed up by Fletcher Moulton, 
L.J., in the Spanish Prospecting case: 
‘* *Profits’ implies comparison between the 
state of a business at two specific dates, 
usually separated by an interval of a year. 
The fundamental meaning is the amount 
of gain made by the business during the 
year.”’ The learned Judge may be 
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thoroughly correct in saying that this pro- 


cess may show ‘‘the amount of gain 
made by the business during the year,’’ 
but this is totally different from the 
objective of measuring the profit for 
a year. It is well known that business 
transactions do not fall conveniently into 
the year to which they are relevant. Ad- 
justments are always necessary for omis- 
sions of earlier years, for items relevant 
to future years, for depreciation and other 
estimated amounts. In addition, all sorts 
of policy adjustments may be made in the 
exercise of commendable business pru- 
dence, yet to the detriment of a true ac- 
counting for profit. What must be 
thoroughly well emphasised is that there 
is a profound difference between a deter- 
mination of profit which has arisen during 
the year and the profit which is strictly 
and exclusively relevant to that year, i.e. 
the profit for the year. 

The original concept of capital and in- 
come visualised two distinct funds, into 
one of which each transaction would hap- 
pily fall. The concept was in accord with 
legal doctrines, and it was seemingly com- 
patible with the stewardship function of 
accounting. It is now questionable whether 
its apparent simplicity is not too naive and 
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inappropriate to modern concepts of ac- 
counting for profit. Let us be clear that 
such a distinction may to some extent be 
in order for the accounting for capital 
funds through the balance sheet ; the short- 
comings arise in the problem of profit 
measurement. 


If it were not necessary to make an 
annual accounting any dissection of busi- 
ness dealings into capital or income groups 
would be quite superfluous, and it is this 
idea which has thrown capital and income 
theories into the melting-pot for purposes 
of profit measurement. The point is taken 
that all outlays are made for the ultimate 
objective of profit, and for periodical ac- 
counting it is purely a question of deciding 
which of them relate to the current year’s 
operations and which should be deferred 
as containing future benefit. On this basis, 
expenditures such as postages or pay-roll 
tax, which are transitory and leave no 
enduring benefit, will be treated as costs 
immediately chargeable against current 
revenues. Other expenditures which hold 
elements of benefit to future years, such 
as prepaid insurance, rates, or telephone 
rental, will be held over for charge against 
the years they benefit. Other outlays, such 
as plant and equipment, stocks, or patent 
rights, would be allocated as scientifically 
as possible against appropriate future 
years. The point to this development is 
that all expenditures are regarded as 
chargeable against revenue; because of 
periodical accounting only is it necessary 
to decide whether they are chargeable now 
or later. The proper concept is not capital 
or income, but current expense or deferred 
expense. 


The going concern postulate may also 
be in keeping with the functions of the 
balance sheet, but I am not so satisfied it 
merits a place in theories of profit deter- 
mination. It may be as well that the man- 
agements of companies are imbued with a 
spirit of continuous activity; it may well 
be that this continuity concept is a proper 
foil to the problems of periodical account- 
ing. Is it justifiable to assume in all cases 
that a business is going on in perpetuity 
and so to rationalise accounting tech- 
niques? Yet that is what the going con- 
cern concept does in the field of profit 
measurement. Based on this, it is correct 
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Fundamental Concepts—continued 
to assume that unrecouped plant expendi- 
ture will be recovered from future earn- 
ings even though the processes of liquida- 
tion may have already started. We see 
many examples of incorrect measurement 
in this field alone. Suppose a company has 
plant which is written down to £2,000 and 
is expected to have a further useful life of 
five years. The going concern concept jus- 
tifies writing off £400 per annum even if 
the resale value is only £1,200 at that 
point. If the company goes into liquida- 
tion forthwith, the going concern concept 
has allowed it to overstate its profits by 
£800. In the same way, outlays such as pre- 
liminary expenses and share issue expenses 
ean be justifiably retained as ‘‘assets’’ for 
all time and never be charged against 
profits. The going concern idea also creates 
trouble in the field of ‘‘economic’’ account- 
ing. If it is a basic posulate, is there not 
some truth in the statement that present 
methods of accounting for profits overstate 
the ‘‘real’’ or ‘‘economic’’ profit in periods 
of inflation? If the going concern is a 
valid foundation is it not right to argue 
that accounting should ensure, so far as 
results permit, that profits are so deline- 
ated as to leave the necessary funds to 
maintain the same scale of profitable ac- 
tivity which must lie at the base of a per- 
manent enterprise? And if I might quarrel 
further with this, is it not logical to say 
that the going concern predicates continu- 
ance of the same activities, that is, free 
from diversion to different or new pro- 
ducts, and producing on the same scale? 


I would like to see this concept modified 
or even abandoned. The going concern 
concept is not an absolute truth and if it 
is to be used it must be with some relation 
to reality. In questions of profit measure- 
ment, the concept of matching costs 
against income does not need its support. 
The continuity concept in profit measure- 
ment does not refer to the ‘‘going con- 
cern,’’ but rather to the continuity of 
benefit which will attach to particular ex- 
penditures. 


The matching of costs with income holds 
great promise for the accurate assessment 
of profit for a year, but much remains to 
be done before it can be said to have more 
than lip service. In essence it stands on 
these preniises : 
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(1) Income is taken to account only 
when it is real, or achieved. Thus, 
in the processes of manufacture or 
distribution, there is no income and 
no profit until a sale is consum- 
mated by transfer of ownership. In 
the case of income such as interest 
it is justifiable to take in the amount 
which has accrued even if it is not 
yet payable. 

(2) Income is charged with costs which 
are relevant to it. Such costs may 
include the manufactured cost of 
goods sold, the purchase cost of 
goods sold, current expenses in dis- 
tribution, administration, and so 
forth. Somewhere in the costs we 
would also expect to find appropri- 
ate allocations of total plant cost 
and similar expenditures giving ex- 
tended benefits. We would expect 
to find accruals or deferment of 
costs to make the correct charges 
for the year. At the same time costs 
should not be deferred except to the 
extent they may reasonably and 
fairly be expected to be recovered 
against future operations. 

(3) Profit is assessed by taking the cash 
value of realised or accrued income 
and deducting the cash value of 
relevant costs and expenses. 


Policy adjustments as distinct from 
true costs should be _ identified 
clearly and separately. - 


In performing the duty of financial 
stewardship, the theory does no more than 
show profit in that way. If a man buys 
goods for £500 and sells them for £750, he 
makes a profit,-assuming there are no ex- 
penses, of £250. The economic fact that 
it may cost him £800 to replenish his stocks 
with equivalent goods is beside the point. 
The profit of £250 is real and it is for him 
to decide whether he renews his activity by 
investing more capital or closes the ven- 
ture at that point. The same thought may 
be extended to the more intricate mechan- 
ism of corporate trading. 

It may be questioned, however, whether 
the normal processes of financial account- 
ing really can fulfil the implications of this 
theory. I incline to the belief that in years 
to come we will see new methods of finan- 
cial accounting involving different classifi- 
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Fundamental Concepts—continued 

cations of transactions and borrowing more 
and more from the techniques of cost ac- 
counting which track each expenditure 
through to the unit of production. The 
phenomenon is indeed already becoming 
evident, and its adoption may help us to 
meet more adequately the requirements of 
social accounting. 

The reporting of profits is a field which 
is almost virgin country. Our laws have 
little to say about them beyond specifying 
that companies-—must submit an annual 
profit and loss aecount to shareholders. 
This account is quite different in purpose 
from the balance sheet. It is not prepared 
as a statement of cash stewardship—in the 
accounting process the constituent items of 
profit are channeled away from the balance 
sheet to this account. It is designed to in- 
dicate the increment which has been earned 
for the trading period. 
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Directors are a little afraid to say too 
much in the profit and loss account for 
varying reasons, but there can be no doubt 
that the trusteeship of directors carries 
with it the duty of explicit accounting for 
profits just as much as for original capital. 
Such being the case, there should be ade- 
quate disclosure of the constituents of 
profit, and this disclosure should be pre- 
sented in a manner which shows the opera- 
ting profit, the policy adjustments in the 
form of special provisions or reserves, and 
the accumulated surplus. This might well 
be supplemented by a statement showing 
the disposition of profits such as in pay- 
ment of taxes and dividends, in financing 
expansion of business, and the like. Above 
all, however, present standards demand the 
use of profit measurement techniques 
which will disclose the profit for the year. 


SOCIAL ACCOUNTING 


Perhaps I have laboured unduly and dis- 


proportionately the preoccupation of ac- 


counting with the duties of financial 
stewardship. However, that is altogether 
fundamental, and we cannot depart from 
it without realising the implications. None 
the less, there is a greater social conscious- 
ness in the air and radical changes are 
creeping into the accounting science to 
meet this broader problem without disturb- 
ing the primary duty. It has been realised 
that there may be a duty extending past 
the individual shareholder and creditor to 
the welfare of the community at large. 

The world to-day is a delicately-balanced 
piece of economic mechanism; its forward 
momentum can quite easily lead to a head- 
long fall. The artificial character of our 
economy makes us more and more masters 
of our own destiny, but it also leaves us 
Seriously open to the evils of our own 
shortcomings. It is not without point that 
economists constantly seek the means of 
keeping equilibrium in prosperity and pro- 
gress. 

Applied to business activity, and so es- 
pecially to limited companies, accounting 
must associate itself with the means to 
Steer the future course of the nation’s 
finance and productivity. So many Aus- 
tralian undertakings are now so large, no 


longer in the class of the backyard work- 
shop, that the community cannot afford to 
allow any of them to fail, for the reper- 
cussions may be cumulative and disastrous. 
This takes accounting past the duty of his- 
torical recording and leads it into the field 
of future judgments. In turn this raises 
new responsibilities if accounting data is 
to serve such a purpose, and particularly if 
it is to form the basis of national decisions 
involving social welfare. 

If accounting can produce this data to 
make economic decisions more reliable it 
goes to the basis of our well-being. Un- 
doubtedly, accounting holds the key to re- 
moval of a lot of uncertainty from eco- 
nomic judgments—provided its concepts 
and processes are designed for the econo- 
mist’s purpose. It is not out of place to 
observe that a great deal of so-called eco- 
nomic analysis under conditions of free 
enterprise is one mighty big guess, exeeed- 
ingly dangerous because it is seemingly 
founded on facts. The business man knows 
and the accountant knows that many of 
the figures on which the economist works 
are not capable of tabulation, aggregation, 
or sensible interpretation because there are 
so many variations of judgment possible 
in the individual components. 
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Fundamental Concepts—continued 

It may be said that the accountant 
ought to do something about all this. As a 
matter of fact he is, but it is really the 
economist’s job, because the accountant is 
primarily concerned with the individual 
enterprise, not with the social entity. What 
is needed is an examination of the science 
of accounting, not the bookkeeping tech- 
niques and procedures. 

At the present time, financial statements 
quite ignore economic influences. I have 
already shown the status of the money 
symbol, and I have apologised for possible 
over-emphasis on the first duty of steward- 
ship. There has been a lot of talk and re- 
search on the point that if only some stan- 
dard basis of accounting could be applied 
which could be coupled with a conversion 
of accounting data to economic equiva- 
lents, the problem would be solved. 

In pursuit of this pipe-dream there has 
been earnest talk about removing unreality 
from orthodox balance sheets and revenue 
accounts by some system of index numbers. 
There has been developed an interesting 
and ingenious scheme to enable the pre- 
paration of reliable statements of national 
income and financial position. These things 
can be most valuable for particular pur- 
poses, but they don’t really tackle what is 
to me the fundamental task of economic 
equilibrium. It is one thing to get reliable 
data for national policies, but it is another 
problem to ensure that individual business 
units function to best effect, and that is the 
basic task of accountants. 

There is also too much preoccupation 
with the money symbol in much that is 
written, evidencing a misunderstanding of 
its true meaning. All the talk about pur- 
chasing power of money, about the aggre- 
gation of dissimilar units of currency, 
about the need to restate financial state- 
ments in the current values of money, evi- 
dence this preoccupation. If the present 
eoncepts of monetary expression are al- 
tered that will simply have the effect of 
allowing someone to see assets and profits 
at current values, but it will not achieve 
anything constructive in the direction of 
maintaining the required scale of produc- 
tion, distribution, and financial stability. 
The inclusion of current worth or replace- 
ment value in a balance sheet is simply a 
recognition of potential value. Who wants 
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to know that a building which cost £10,000 
is now worth £20,000, when there is no 
intention of selling? What useful data is 
secured by knowing that replacement cost 
is £20,000 if no decision has been made as 
to whether the asset will be replaced at 
all? How can an expression of money value 
lead to valid judgments as to maintenance 
of productivity ? 

We must not destroy the reality of the 
accounting process by injecting such arti- 
ficial quantities into them. Indeed, there is 
as yet no indication of any solution to a 
standard for conversion of accounting 
values to economic values, even if there 
were any use for it if it is found. 

It may be said, too, that such a pro- 
cedure would force accountants to measure 
separately the effect on profits of sound 
business judgment. If a company buys a 
unit of plant for £600 when the normal 
price is £1,000, is it wrong to say that the 
next ten years bring in £400 more profit 
than if the purchase had been made at 
£1,000? What must be watched, however, 
is the need to conserve financial strength, 
to be cautious about the ability to get such 
a bargain again. This is where so much 
confusion arises. The need for building up 
financial reserves to meet the impact of 
inflation does not justify an indictment of 
the reality of earned profits as disclosed 
in the orthodox accounts. 

Businesses carry on through the material 
things they own—their plant, their premi- 
ses, their stocks. From these things flow 
the goods and services which create income. 
They have their worth regardless of 
changes in the value of the currency. Thus, 
in Germany to-day many industries are 
splendidly equipped with the wherewithal 
to manufacture. What these things either 
cost or are currently worth is immaterial 
to them. What does matter is the provision 
of cash resources and materials for fabri- 
cation, the two greatest problems confront- 
ing German industry. In a lesser degree, 
we have the same physical problems. How 
can we know that our financial mechanism 
will enable our factories, our warehouses, 
our retailers, our service facilities to con- 
tinue operating at full pressure? Can we 
foresee any possible breakdown and guard 
against it? Can we ensure an increasing 
level of productivity? Can we ensure a 
continuity of demand? I believe we can. 
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Fundamental Concepts—continued 

In tackling this problem realistically it 
should be understood that economic equi- 
librium involves two concepts—one physi- 
eal, the other monetary.- The physical fac- 
tor does not necessarily mean replacing 
physical assets with their equivalent, but 
it does mean keeping up the total facilities 
for maximum production by that factory 
unit and by the nation. In the case of a 
warehouse it means maintaining physical 
stocks to the extent of the public needs. 
The significance of the money factor is 
whether enough funds will be available to 
keep up the process of asset formation and 
replenishment. 

Of the two, I believe more real value will 
be gained from analysis of the physical 
side. Are we really so concerned about 
money values of output? Are we inter- 
ested in the money value of the output of 
an electricity supply undertaking, or its 
ability to provide physical requirements? 
May we not derive more economic comfort 
from the statement that a company pro- 
duced 100,000 motor cars this year and 
that its facilities will allow it to do the 
same next year, than from some conversion 
of its current accounting values to eco- 
nomic values ? 

It seems to me that we cannot expect to 
do much towards equilibrium and social 
welfare merely from annual accounts, how- 
ever they are translated and interpreted. 
We would do well to attack the problem 
through other data which accounting can 
offer, such as appropriate analyses and 
tabulations of cost accounts, budgets, fore- 
casts, production plans, and so on, and the 
more we can avoid the money symbol as a 
unit of measurement the more valuable 
such data will be. This suggests getting 
behind the statutory annual accounts to 
the records which dissect business activity, 
and passing from them to the predictions 
and plans for the future which every com- 
pany makes and proceeds to execute. It 
means preparing special statements which 
will guide economic and business judg- 
ments more truly than the orthedox ac- 
counts. In other words, I see social ac- 
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counting not as an integral part of the 
formal accounting structure but as a set 
of supplementary statements expressed in 
physical, rather than monetary, quantities 
though derived principally from the same 
source. 

In saying this I am not blind to the im- 
portance of finance. I recognise its im- 
portance in assuring a sufficient demand 
for goods and services, and in consequence 
the almost desperate need for lower costs 
of production. As for maintenance of 
maximum production, I appreciate that 
the quantum of the national income and 
the national wealth are vital information, 
but we must not delude ourselves that we 
can solve such economic problems by some 
translation of money figures in the ac- 
counts of corporations. We cannot under- 
rate the monetary side of business activity, 
as without financial resources and spend- 
ing power in the hands of consumers all 
the machinery and material is useless. 

Actually, business management is to-day 
faced with a mass of divergent financial 
problems. Consumers want lower prices, 
suppliers want higher prices, employees 
want bigger wages, the Government wants 
substantial taxes, shareholders like to re- 
ceive dividends, and good profits must be 
earned to induce people to invest in the 
company. In addition, there is the over- 
towering problem of renewing plant, finan- 
cing bigger sales, expanding the existing 
scale of business. The fair solution of these 
problems demands a nice degree of bal- 
aneed business judgment. It is clear that 
financial planning is utterly essential to 
equilibrium, but it is still subject to a 
prior assessment of physical factors. 

To an extent the formal accounts can 
assist this task, but again it is questionable 
how reliable an opinion can be formed with- 
out going back to other more detailed ac- 
counting data. Unless this is done, it seems 
to me we will only scratch the surface of 
the problem. The trading corporation has 
a lot of data to help future national wel- 
fare but the extraction of the data needs 
scientific organisation. 


CONCLUSION 


The trading corporation is a predomin- 
ant unit in the business sector of the social 
structure. Corporate accounting is there- 


fore of fundamental social importance and 
merits constant research to ensure that its 
concepts and techniques are operating for 
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Fundamental Concepts—continued 
the cémmon good. In this lecture I have 
endeavoured to show that it is a science as 
well as an art and that it contains far 
more profound concepts than might have 
been generally acknowledged. It is indeed 
characteristic of our age that we want to 
know the true answers to these matters. 

In summarised form, what I have tried 
to bring out are these points: 

(1) The causative impulse of account- 
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ing springs from human behaviour 
and makes financial stewardship the 
fundamental objective of normal 
corporate accounting. 

The processes of accounting are ex- 
pressed in the money symbol, which 
is no more and no less than a special 
technical unit of measurement. 
Accounting does not assume that 
the money symbol has a constant 
purchasing value. It is preoccupied 
ordinarily with stewardship and has 
no interest in ‘‘value’’ of any kind. 
Balance sheets and profit and loss 
statements are not ‘‘unreal’’ in ig- 
noring the value of money as a com- 
modity. 

The normal balance sheet is pre- 
pared solely for stewardship pur- 
poses. Of itself it has no other uni- 
versal use or function. 

The balance sheet should not be re- 
garded as a statement of the finan- 
cial position or condition. It is 
strictly an accounting for financial 
resources belonging to shareholders 
and creditors at a point of time. It 
shows the directions in which expen- 
ditures from these funds are held 
for future use and benefit. If such 
forward expenditures were unneces- 
sary capital would be unnecessary. 
It must be strictly construed as a 
‘‘receipts and disposal of funds 
statement.”’ 

The balance sheet aims to show the 
**preservation’’ of funds actually 
entrusted. It is not designed to 
show the ‘‘preservation’’ of eco- 
nomic capital. 

Present ideas on ‘‘assets’’ lead to 
certain illogical treatments of ac- 
counting data and are somewhat in- 
consistent with the duties of 
stewardship. These can be side- 
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stepped if the balance sheet is 
viewed as a receipts and disposals 
account. A change in the normal 
structure of the balance sheet was 
suggested to achieve this. 

In measuring profits it is important 
to distinguish ‘‘gains during the 
year’’ from profits for the year. 
The concept of capital and income 
is inappropriate to modern concepts 
of accounting for profit. There is 
no such thing as capital or income. 
There is rather an accounting judg- 
ment as to current expense and de- 
ferred expense, operating income 
and non-operating~inecome. 

The going concern concept lacks 
complete logic and justifies unjusti- 
fiable practices in accounting. Con- 
tinuity of benefit or the probability 
of future benefit are more consistent 
with the concepts of the balance 
sheet and correct profit measure- 
ment. 

The matching of costs against in- 
come is the logical basis for profit 
measurement, but much remains to 
be done to understand the best way 
to apply it. It is questionable 
whether current accounting prac- 
tices can use it properly. 

Explicit reporting of true profits 
is Just as important as proper dis- 
closure in the balance sheet. 

The science of accounting can con- 
tribute a lot to social welfare. It 
can provide the data for reliable 
economic judgments, but there has 
been too much preoccupation with 
the money symbol. The annual ac- 
counts cannot of themselves provide 
data for economic equilibrium. 
Special statements emphasising 
physical factors, rather than mone- 
tary, need to be designed so that the 
required data can be extracted from 
basic accounting records, budgets, 
ete. No useful information will be 
gained by translating the figures in 
a company’s annual accounts to 
some other notional value. 


I am altogether convinced that econo- 


(Continued on page 229) 


mists must become intensely interested in 
this science. Through this avenue they can 
bring economic science to the field of prac- 
tical business. From practical experience 
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Fundamental Concepts—continued 

I know what business accounts may or may 
not show and what they ought to show, and 
if the economists want to establish reliable 
data in relation to business affairs, they 
must examine the problem from their view- 
point and say what needs to be done. 

In conclusion, lest I should be accused 
of creating doubt where certainty existed 
before, let me say that changes in the fun- 
damental coneepts of corporate accounting 
should not be embraced light-heartedly. It 
would be simple enough to destroy over- 
night the public confidence in commercial 
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accounts, which is the backbone of our 
financial stability. None the less, that does 
not mean we should be complacent, that 
we should assume what is, is right. The 
development of corporate activity, the in- 
creasing complexity of economic affairs, the 
social responsibilities of accounting, call 
strongly with a definite challenge for in- 
tensified research. If we ignore the chal- 
lenge we forfeit our right to be a pro- 
fession, we disclaim that accounting is a 
science, and we have no right to an 
honourable place in the business structure. 


WHY COST ACCOUNTING ? 


by 


D. M. Cronin 


PART III 
SPARTANS IN HARNESS 


Ancient Spartans were compelled by the 
law to give all their time to the practice 
of the arts of war. Everything that had 
to do with money-making was handed over 
to slaves. 

Why should not we do something simi- 
lar? Let the executives—the Spartans of 
business—concentrate on the art of making 
war on profit losses. Let the trained staff 
watch the established routine—the routine 
of making a certain gross profit margin. 
(Incidentally, it is not necessary that the 
trained staff be slaves.) If these two 
functions are thoroughly understood and 
observed, there must follow an increase in 
gross profits. Various ways that cost ac- 
counting ean help in increasing profits 
have already been considered. It will be 
remembered that these ways were con- 
cerned with material losses. In this Part, 
consideration of material losses is com- 
pleted. Preventing these material losses is 
like picking gold up in the gutter. It is 
something for nothing, and it is adding to 
the gross profit pool. Therefore, let the 
business Spartans give all their time to 
the practice of the arts of war on gross 
profit losses. 

Profit losses through material losses will 
now be discussed under spillage losses, 
lower yields, substitution losses, re-process- 
ing costs, and unfavourable price varia- 
tons. 


Spillage Losses 

It is infinitely better to build a fence 
around the top of a precipice than to pro- 
vide an ambulance at the bottom. Like- 
wise, it is better to improve production 
methods to overcome such things as spill- 
age losses than it is to have a factory main- 
tenance staff cleaning up the mess. 

Who knows how much production is 
spilled? Paint, ink, sauce, beer are ex- 
amples of products that might be lost 
through spillages before they can be 
finally put into containers ready for sale. 
Careless handling, or an incorrect method 
of transport between factory points may 
be the cause. The first is hard to over- 
come. Watchfulness on the part of the 
foreman is required. Other causes might 
be faulty methods of filling, packaging, 
loading, or storing, which might be elimi- 
nated by motion study. However, before 
the matter reaches the stage of considering 
motion economies, the cost accountant 
must have made his effort. He must organ- 
ize for the sending of regular advice of 
spillages and the like. Then he must 
assemble the data and present the facts in 
terms of lost profits.. His aim should be to 
make someone sit up and take notice. And, 
if the losses are large enough, the cost 
accountant can then suggest the introduc- 
tion of motion study methods. After all, 
it is the function of the cost accountant to 
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Why Cost Accounting?—continued 

make constructive suggestions as well as to 
spill the beans. 

Lower Yields 

Tax yields a handsome revenue. Usually, 
this is a case where lower yields are desir- 
able. Somewhat affected by the amount of 
this yield is the business profit yield. And 
profit yields are affected by losses caused 
by material yields. Therefore, the business 
executive is rightly concerned when he 
asks: What are material yields? Here are 
some examples: 

Wool bought in bales is estimated to 
yield certain weights of specified qualities. 
If the actual yield under wool qualities be 
valued and compared with the estimated 
yield of the buyer, the difference is a buy- 
ing gain or loss caused by a quality yield 
variation. 

Fruit bought in cases is expected to yield 
certain amounts of end products in pre- 
serves or jams. Variations from expecta- 
tions are yield variations. 

Raw materials are mixed or blended to- 
gether to give either finished products or 
to provide a substance for processing into 
finished products. Many different types of 
raw materials are ‘‘mixed’’ together in the 
manufacture of paint; various qualities 
and brands of raw cotton are ‘‘blended’’ 
together to produce the basic material for 
processing into cotton yarn. The differ- 
ence between the quantity expected from 
the mix or blend and that actually obtained 
is a yield variation. 

Chemists should use the utmost skill and 
care in mixing medicines. Particularly in 
this instance must there be no slip between 
the mix and the lip. And so it should be 
in the factory. The degree to which the 
mixer ‘‘slips’’ in paint manufacture, and 
the blender ‘‘slips’’ in cotton yarn pro- 
duction, are examples of yield variations 
that should be known by management. 

Gross profit losses arising from yield 
losses are prevalent in industry to-day. 
The tragedy is that most factory manage- 
ments are unaware of the cost of yield 
losses. There is a total absence of those 
standard cost accounting procedures which 
will reveal the losses. 

Substitution Losses 

If we rang the C.I.B. and reported a 
murder, there would be an immediate re- 
sponse. Soon there would be the keenest 
observation of all detail. The matter would 
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be followed up with expert keenness. Some- 
thing similar to this should be done in 
business when gross profit losses are dis- 
covered. In this regard the cost account- 
ant must not be satisfied until there is an 
immediate response from _ responsible 
executives, followed by action to recover 
or stop the gross profit losses. 

Post. mortems can be very helpful. 
Through them pointers to future policy 
may be obtained. In the case of substitu- 
tion losses, they may convince us of the 
need to overhaul our procedure for buying 
materials. Although, if raw material prices 
cannot be bettered, or suitable substitutes 
obtained at tomparable prices, it might be- 
come necessary to drop the line from the 
production programme. Sometimes the 
lack of supply may only be temporary, and 
in this case a substitute material may be 
used. 

Immediately this is done the cost ae- 
countant begins to record the difference in 
the buying prices. He accumulates the 
difference, and to find the effect on cost he 
relates its value to the value of materials 
used. This difference is usually a complete 
loss of profits, because the customer cannot 
be expected to accept different prices for 
identical products on the seore that dearer- 
priced materials were used in some of those 
products. If the substitution is not tem- 
porary, then, of course, consideration must 
be given to deleting the line or seeking a 
higher price. Whatever is to be the remedy, 
there must be an immediate response upon 
the discovery of the loss. A ready response 
helps to pay dividends. 

Re-processing Costs 


Re-processing costs are usually avoid- 


able. Such costs are unnecessary dedue- 
tions from the gross profit. As we have 
already seen, gross profit losses in the 
factory are large enough without adding 
re-processing costs. But there is a possi- 
bility that these may not be an addition to 
the gross profit losses. Perhaps the custo- 
mer will pay more if all the unfortunate 
circumstances leading up to the re-pro- 
cessing are explained nicely to him. Most 
customers will be willing to listen, but not 
to pay. In such eases the extra cost is a 
loss. It is not recoverable in price. 

Can re-processing costs be hidden by the 
section causing the extra costs? The answer 
is in the affirmative, because if the factory 
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Why Cost Accounting?—continued 
staff want to hide a re-processing loss it is 
extremely difficult to detect. If the re- 
processing losses continue, it becomes much 
more difficult of concealment. The effici- 
ency of the section drops. Labour results 
fall. Expense recoveries decrease. Also, 
where piece rates are paid, the operator 
will claim for re-processing work. Yet 
another check is available through such a 
system described earlier as a controlled 
system of work in progress. Pieces of 
cloth, batches of boots, batches of garments 

such things failing to move in a reason- 
able time are examples of probable action 
attraction. If re-processing is taking place, 
intelligent perusal of work-in-progress re- 
ports might disclose the fact. 
Purchase Price Variations 

Purchase price variations represent the 
difference between the price expected to be 
paid and that actually paid. Actual prices 
be more or than the standard 
Where actual is more than stan- 
dard, the result is a buying loss. In normal 
times this loss may represent buying ineffi- 
ciencies of the purchasing section. In nor- 
mal periods of price abnormalities, it may 


still represent buying inefficiencies. Prac- 


can less 


prices. 


GIVING AUTHORITY 


From the foregoing examples it has been 
that of profits are universal. 
Most businesses have them. Furthermore, 
in many instances, by allowing some of 
these profit losses to continue, management 
practically gives authority for their con- 
tinuanee. In the majority of businesses, 
losses of profits through material 
represent the greatest lost value. 
There is only one obstacle in the way of 
management making better factory profits. 
That obstacle, in many manage- 
ment itself. If management will not take 


seell losses 


losses 


cases, 18 
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tically the only time when the purchase 
price loss variations may not be indicative 
of inefficiencies is when the supply position 
is erratic and prices are not one of the 
main considerations. Such a period existed 
under war-time conditions and in the cost- 
plus era. 

Purchasing managers are again begin- 
ning to use the purchase price variation 
reports as yardsticks of the efficiencies of 
their buying staff. To do this, the aid of 
the accountant The 
accountant records purchases at standard 
price and invoice value. The difference is 
caleulated and shown separately as a pur- 
chase price variation. In order to obtain 
the most benefit from the cost accountant’s 
work, the details making up both gains and 
losses must be studied. If buying losses are 
allowed to continue unchecked, the result 
may be a gradual worsening of the gross 
profit margin. If cheaper materials can- 
not be bought, the cost sheet of the product 
should be altered and the details of the 
extra cost placed before management. A 
decision might be to whether a 
reduced profit margin is to be accepted, 
whether a price to be sought, or 
whether the product is to be dropped. 


cost is sought. cost 


taken 


as 


rise is 


TO LOSE PROFITS 


action, or if—-because of lack of knowledge 
to where the losses are occurring—it 
cannot take action, everyone loses. Manage- 
ment loses profits, executives lose initiative, 
labour loses efficiency, and customers lose 
quality. 

What is the remedy? It is really simple. 
Ask your cost accountant to devise a pro- 
per plan of cost accounting that will high- 
light the losses. Then use the figures intelli- 
gently. Follow through to a successful end 
the various raised. Gross profit 
losses must then decrease. 


as 


matters 


PROFIT RESEARCH 


You don’t have to be a prophet to do 
profit research. And profit-research action 
is not confined to one section of the busi- 
aess. Everyone in the business should take 
action. Especially is this so in regard to 
materials. If everyone treated the waste 
problem, the scrap problem, the problem 
of rejects, and all the other types of prob- 
lems discussed in this article, as personal 


problems, what enormous improvements 
could be effected! Unfortunately, every- 
one in the factory is not seized with the 
idea that ‘‘their’’ problems are ‘‘my”’ 
problems. If only the gulf between em- 
ployer and employee were closed, so that 
the word ‘‘we’’ were used more often and 
more sincerely, there would be fewer losses 
of profits through material losses. 
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PART IV 


Labour Losses 


If increases in wages are followed by de- 
ereases in labour costs, jt is a sign of good 
usage of labour. Under present conditions 
good usage of labour is rare. The reasons 
for this are many. The principal one is 
that the study of the human element, 
which is possibly the largest part of the 
business in labour, is not attempted 
methodically by the hirers of labour. 
Another reason is the changed approach 
by the workman to his task. His usual in- 
terest in the quality of his work is being 
distracted by the decreasing value being 
received by him in return for his labour. 
If these reasons are sought and studied 
for correction, more value will be received 
for wages spent. More value from our 
labour force means decreases in labour 
costs. In this respect the cost accountant 
can help by pointing out where and how 
more value is possible. 


More Value from Labour 


Some matters do not directly concern the 
cost accountant. Matters concerned with 
the study of the human element—fatigue, 
monotony, motion and time studies—would 
appear to be matters outside his ambit. 
However, as costs may be greatly affected 
by these matters, it is wise for the cost ac- 
countant to know something of them. He 
must, of course, be guided by the experts, 
but he should be able to find the cause of 
labour losses and to suggest the type of 
expert to help in removing it. The greatest 
help that the cost accountant can give in 
the way of reducing costs and increasing 
profits is to campaign continuously for 
remedies against labour losses. To help in 
this matter a satisfactory executive organi- 
zation must be in existence. Many labour 
disorders arise from a lack of executive 
leadership. The cost accountant can greatly 
help all executives, especially those con- 
cerned with the direction of labour. He 
ean, through his reports and graphs, move 
management in the direction of reducing 
labour losses. Continuous graphics and 
regular informative reports are the weap- 
ons of the cost accountant in his fight 
against labour wastes. Cost accounting to 


management is what a net is to a fisher- 
man. He cannot do without it. 


Labour Reports for Executives 


All reports should be concise. This ap- 
plies particularly with labour reports. 
Where possible the labour results must be 
compared with other related factors. For 
example, labour gains might be compared 
with material losses. In a textile mill it 
may pay to increase standard allowances 
for materials to enable a cutter to work 
faster so that more garments may be pro- 
duced. The gains in labour efficiency 
might still be worthwhile when they are 
compared with the losses in extra material. 
Another example occurred recently in an 
engineering factory where the 
countant investigated labour losses ocecur- 
ring in one department. He found that 
the main cause of wastec time was the 
average employee’s inadequacy in simple 
mathematics. To overcome this, he sugges- 


cost ae- 


ted a special series of mathematics lessons. 
Labour losses then fell in that department. 
A more common example is that of made 
up money. Made up money is the difference 
between the piece-work earnings and the 
basic wage. By intelligently using reports 


on made up money the cost accountant 
might suggest transferring unsuitable 
labour to other tasks. One aim in the direc- 
tion of labour should be to use those en- 
gaged in production in the best possible 
way. Reports of simple facts make great 
appeal. Supported by equally concise sug- 
gestions, these reports become valuable 


tools. 


Inefficient Labour 


Although it may be necessary under 
present conditions to engage labour that is 
not fully suited to the particular class of 
work, the degree of labour’s suitability 
should be reported to the responsible ex- 
ecutive. If more than usual chances are 
taken with the hiring of labour, it may be 
done in the hope that the labour might 
prove suitable in one of many occupations 
within the factory. However, whilst the 
unsuitable labour is being sifted its costs 
rise. An instance of this occurs in the ex- 
cess spoilages by unsuitable operators; 
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Why Cost Accounting?—continued 
spoilages occur in all stages of production, 
and the quicker they are discovered the less 
cost is ineurred. If cost relating to spoil- 
age figures are not produced quickly after 
the event, the value of the cost account- 
ant’s work diminishes. An interesting ex- 
ample of the speedy reporting of labour 
inefficiencies has been observed in an en- 
gineering shop operating under a system 
of standard costs. Under this scheme a 
traveller ecard accompanies each job in its 
progress through the shop. The traveller 
card has noted on it the quantities of re- 
jects and re-works, as well as the quantities 
produced or ‘‘moved.’’ The commencing 
and finishing times of the operator are also 
entered. The traveller card is routed after 
each process through the inspection de- 
partment to the cost accountant. The cost 
accountant extracts quantities of produc- 
tion, rejects and re-works, and the time 
taken to produce them. Daily comparisons 
are made between actual and standard 
times for each process. From these data 
labour efficiency reports are quickly pre- 
pared. If in this way a daily check can be 
made upon the location of inefficient 
labour, immediate action may be taken to 
reduce labour losses by transferring labour 
to other work. 
Labour Control in Jobbing Factories 

Under some costing schemes where job 
cost procedures exist, it is the practice for 
the workmen to record mechanically the 
elapsed time on jobs or to have a cost clerk 
record the particulars of times on separate 
job cards. Either method involves the time 
of the workman, and usually requires him 
to walk some distance to exchange his old 
job card for his new one. Under such sys- 
tems there seems to be a great deal of time 
wasted in the actual recording of changes. 
If the cost accountant adopted the tele- 
phone system of recording labour move- 
ments, the saving in direct cost and cleri- 
cal labour would be enormous. 
Giving Written Instructions 

Written standard practice instructions 
are invaluable to the man on the job. Ex- 
plicit directions of how to proceed with 
the task may save the time of leading 
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hands, sub-foremen, and draughtsmen. 
Standard practice instructions require a 
detailed study of the jobs by experts before 
the job is released to the factory. This 
study in itself may reveal unsatisfactory 
methods in existing procedures. Some form 
of motion study is generally required in 
such eases. The practice of motion study 
should always be done by those who are 
well trained in the art of motion study. 
Great savings in labour can be 
made through the introduction of motion 
study methods. Such methods show unsatis- 
factory operations and weed out unsuitable 
workers. 
Reducing Labour Costs 


Time studies may follow motion studies ; 
usually they do so for the purpose of 
obtaining a basis for incentive payment 
schemes. It is generally agreed that proper 
incentive schemes help considerably to- 
wards the reduction of labour 
Another helpful step in the direction of 
reducing labour costs can then be made by 
the accountant. If labour standards 
are set under an incentive scheme, they can 
form the basis of a standard cost account- 
ing plan. Labour efficiencies by depart- 
ments, sections, and even by operations can 
be measured under the standard cost ac- 
counting plan. Labour efficiency reports 
are valuable, especially under present con- 
ditions. Labour turnover costs represent 
another drain on gross profits. These costs 
should be known in detail. The cost of 
training new employees, the cost of their 
additional waste, spoilages, and seconds 
during their period of training: these are 
details that should be known by manage- 
ment. If the origin of excessive costs is 
known to be inefficient labour, then the 
matter can be attacked in various ways. 
Getting More Value from Labour 

If careful studies are made of the causes 
of factory labour action can be 
started to reduce such Therefore, 
the cost accountant should seek out and 
report labour within the shortest 
possible time after the occurrence of the 
losses. He should be the major force in 
management in getting more value from 
labour. 


costs 
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I appreciate as a compliment your invi- 
tation to speak this evening. 

I hope you do not expect too much, and 
that you will not be too disappointed. 

I do not pose as an expert upon Aus- 
tralian exchange, and would not dare to 
be a prophet with regard to the course 
Anglo-Australian exchange may take. 

Neither am I a politician nor an econo- 
mist. 

As one, however, who in his every-day 
business has come into close touch with the 
effects of exchange fiuctuations over the 
past twenty years, I merely propose to set 
out some facts and make some explanations 
which may be helpful to those who wish 
to form an opinion of their own as to 
whether, at the present time, appreciation 
of the Australian pound is desirable or 
likely. 

What I say may also remove some mis- 
understandings which have caused heart- 
burning and have formed a false basis of 
approach. “ 

One is often asked: ‘‘Why should the 
pound Australian be rated lower than the 
English pound ?”’ 

Another frequent question 
should I 225 when I remit 
England ?’’ 

The first question is possibly based upon 
national pride or sentiment, neither of 
which should have any place in discussing 
what should be a purely economic discus- 
sion. I emphasise the word ,should be, for 
I am afraid that, in practice in Australia, 
polities usually play an important part in 
any discussion. 

The second question, in the very loose- 
ness of its verbiage and the question itself, 
indicates that the questioner does not un- 
derstand the fundamentals. He, in fact, 
is not remitting £100 to London. What he 
really does is pay £125 Australian for £100 
English, and does not lose one penny. I 
put it to you: if a man exchanged 125 Aus- 


‘Why 
£100 to 


is: 


lose 


tralian emus for 100 English pheasants, 
would he have lost 25 emus? Of 
not. The transaction is exactly the same 
as the exchange of Australian for English 
money, but because the unit of each cur- 
rency is called a ‘‘pound’’ the Australian 
thinks he has lost £25. 

In other words, he does not realise that 
the Australian pound is a separate entity 
entirely distinct from the pound Sterling. 

Our currency can be said to have been 
first legally separated from Sterling when 
the Coinage Act was passed in 1909, which 
provided for Australian coins to be made 
which were to be legal tender. 

Prior to this we used British gold, silver, 
and copper coins, together with Australian 
gold coins, which were legal tender in 4 
tralia but not in England, although they 
were minted by branches of the Royal 
Mint. 

The Coinage Act was followed, in 1910, 
by the Australian Notes Act, which pro- 
vided for Australian notes to be issued by 
the Commonwealth Government, which 
were to be legal tender. 

So it might be said that our currency 
(and exchange) became a separate entity 
in 1909-10. 

Whilst, however, both countries re- 
mained together upon the same gold stan- 
dard, namely £3/17/10 per ounce of stan- 
dard gold, their units, namely English and 
Australian pounds, were equal in value, 
and the exchange rate between Australia 
and England was limited by the gold point 
—that is the cost of shipping gold, which, 
over the period, averaged closely to 25 
per hundred sovereigns. 

After being on the gold standard since 
1816, Great Britain departed therefrom in 
August, 1914. <A return, with certain 
qualifications, was attempted in 1925, but 
finally abandoned on the 21st September, 
1931. England’s currency automatically 
depreciated by about 20% in terms of gold. 


course 


us- 


(Continued on page 235) 
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Australian Exchange—continued 


Upon entering into the Bretton Woods 
Agreement, her currency was pegged at 
$4.03 equal to £1 Sterling, on a basis of 
$35 a fine ounce of gold. This was de- 


valued again by approximately 30% in 
September, 1949, and the £ Sterling is now 
officially equal to $2.8. 


Australia was on the gold standard until 
August, 1914. Thereafter there. was no 
official return until joining in the Bretton 
Woods Agreement, when our currency was 
fixed at $3.2 (subsequently devalued to 
$2.3), so that, theoretically, both England 
and Australia are now on a gold basis of 
$35 a fine ounce of gold, the English unit 
being worth $2.8 and the Australian unit 
$2.3. 

[ hope these data illustrate my point 
that the Australian pound is an entity en- 
tirely different from the English pound. 


[ suggest, incidentally, that it might be 
of advantage to abandon the word 
‘“‘nound’’ and eall our unit of currency an 
‘*Austral’’ or some other suitable word. 


Another question often asked is: ‘‘ Why 
should primary producers object to an ex- 
change alteration now that world prices 
are high?’’ 


This question is based upon the impres- 
sion that our Australian pound was de- 
valued with the deliberate intention of 
benefiting primary producers. Facts prove 
this impression to be false. What I am 
about to say does not express my view or 
opinion—it is a statement of recorded fact. 


The Australian pound was depreciated 
gradually between December, 1929, and 
January, 1931, as the result of: 


adverse trade balances: 


a flight of capital from Australia, 
prompted by fear which arose from 
the disturbing utterances of certain 
politicians with regard to public 
debt repudiation, and so on. 


The following schedule of publicly- 
quoted rates illustrates the gradual depre- 
ciation of the Australian pound, and dis- 
proves the suggestion that it was depreci- 
ated in one act to benefit primary produc- 
ers : 
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Aust. oN LONDON EXCHANGE Rates 
Buying—Telegraphic Transfer 

Dec. 18, 1929 £101 12 
Jan. 28, 1930 £102 0O 
Feb. 17, 1930 £102 10 
Mar. 10, 1930 £103 10 
Mar. 24, 1930 £106 2 6 
Oct. 9, 1930 £108 10 0 
Jan. 6, 1931 £115 0 0 
Jan. 13, 1931 £118 O O 
Jan. 17, 1931 £125 0 O 
Jan. 29, 1931 ie “a £130 0 0 

It should be remembered that the ex- 
change market in Australia in 1929-1931 
was free and uncontrolled. Any bank or 
merchant could buy and sell London cover 
at whatever price might be obtainable. 

The government of the day had neither 
say nor part in the matter. It bought its 
London funds as required at the rate 
agreed upon between the Commonwealth 
and the trading banks, which, in turn, 
bought in competition with merchants. 

Economists were not so plentiful in those 
days, and took no part in the numerous 
alterations to the Anglo-Australian rate. 

It is, however, sometimes asserted that 
the rate was altered on their advice. 

The truth is that the benefit of deprecia- 
tion to primary producers, though a very 
real one, was accidental and incidental to 
circumstances from primary 
production. 

Since December, 1931, there have been 
continual attempts by overseas exporting 
groups and some Australian importers to 
force an appreciation of the Australian 
pound in terms of English money. 

These attempts have been equally 
strongly resisted by exporters and some 
Australian manufacturers. Pressure by 
those desiring revaluation has been inten- 
sified since 11th December—the day after 
the election. Supporting propaganda has 
been extensive and designed to influence 
the public mind toward the acceptance of 
revaluation as almost a fait accomplt. 

It is significant, however, that the main- 
tenance of the ratio fixed in December, 
1931, has, since that date, been a point of 
policy of successive governments, whether 
Liberal or Labor. Our economy, land 
values, rents, prices, wages, and fiscal 
finance are established upon that basis, so 
that any alteration would cause such dis- 
turbances and readjustments as to make 


dissociated 
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Australian Exchange—continued 

the central bank and the government think 
very seriously before making any altera- 
tion—hence, I take it, the delay of any 
statement in reassurance of trade and com- 
merce. 

Both the central bank and the Treasurer, 
of course, are well aware of the unfortun- 
ate effects of uncertainty as to the cur- 
rency, and, no doubt, realise the urgent 
necessity to re-establish confidence. 

One can only hope that, in the best in- 
terests of Australia generally, some at- 
tempt will soon be made to relieve both 
exporters and importers of the nervousness 
which has latterly become an incubus. 

This brings us to the pros and cons of 
appreciation. In other words, the benefits, 
or otherwise, to Australia as a whole, and 
the sectional benefits and disabilities in- 
herent in any alteration. 

Protagonists of appreciation point to 
our present Sterling balances, and claim 
that a comparison with our pre-war bal- 
ance warrants an alteration upon an eco- 
nomie basis—the supply and demand for 
London cover. 

The following analysis emanates from a 
most authoritative source. I have not 
drawn upon my own imagination with re- 
gard to it—it is the latest opinion of those 
who do know. 

‘‘The pre-war level of our international 
reserves might be compared with the pres- 
ent position as follows: 

(1) In pre-war years, reserves of about 

£A80m. were regarded as safe— 
£A80 m. being approximately 50% 
of the amount needed to pay for our 
imports and to meet overseas inter- 
est payments for twelve months. 
(The amount of our reserves was 
sometimes higher, and in 1936-37— 
admittedly a good year, but not one 
in which we regarded them as being 
unduly high—they amounted to 
£A87.6m., or 58% of the amount 
needed to pay for our imports and 
interest for the year.) 

On a fairly optimistic basis, we are 
estimating that our reserves at the 
end of June this year may approach 
£A600 m., or slightly more than the 
estimated total payment for imports 
and interest (£4580 m.) in 1949-50. 

**However, in considering these figures, 
it is necessary to remember: 
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(a) that our reserve requirements, due 
to the general increase in price 
levels overseas, are far greater than 
they were pre-war ; 
that, in respect of the current posi- 
tion, a substantial allowance should 
be made for funds only temporarily 
invested in Australia, and for what 
we term ‘‘leads and lags,’’ i.e. the 
early payment for exports and the 
deferring of payment for imports. 
It is difficult to estimate the extent 
of this temporary money. Capital 
inflow for the three years ended 
June, 1949, amounted to nearly 
£A250 m., or approximately the rise 
in our reserves over this period. 
Permanent investment during these 
three years possibly would not rep- 
resent much more than £A100 m. In 
addition, preliminary figures indi- 
cate that capital inflow this year 
will be far in excess of £A100 m. 
This seems to suggest that tempor- 
ary money held in Australia at the 
end of June this year will probably 
not be less than £A200 m., and may 
well be substantially higher; and 
that, if allowance is made for the 
amount held in our reserves as a 
result of the temporary causes re- 
ferred to under (b), and which may 
be reversed, our ‘‘true’’ reserves 
may be about 60% to 65% of the 
amount needed to meet a year’s im- 
ports and interest—considering that 
we can hardly expect our run of 
good seasons to continue indefinite- 
ly, this figure does not seem high.” 

It is asserted that appreciation is neces- 
sary to check inflation. In other words, 
that proceeds of wool, wheat, meat, metals, 
ete., in terms of Australian money, should 
be reduced; in still other words, that the 
gross incomes of every section of the com- 
munity, namely, pastoralists, farmers, 
miners, and some manufacturers, should be 
arbitrarily reduced by anything up to 
20%. 

It is asserted that the cost of imported 
goods and imported raw materials will be 
reduced and that, consequently, the cost 
of living will be decreased. It is claimed 
that appreciation will save the government 
anything up to £7,500,000 Australian 
annually in servicing Australia’s overseas 
interests and other costs. 
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Australian Exchange—continued 

Others again reason that exchange rates 
should be adjusted to reflect balanced pur- 
chasing power with overseas currencies. In 
other words, the adoption of some sort of 
goods standard which, whether desirable 
or otherwise, is impracticable. 

Those opposed to alteration point out 
that New Zealand’s experience does not 
support the hope for either cheaper goods 
or reduced cost of living. Similarly, 
Canada and Sweden found that they had 
revalued prematurely. 

Secondary industries, which have de- 
veloped tremendously in Australia during 
the past ten years, and many of which are 
also of importance to the empire as a 
whole, would be badly hit by cheaper im- 
ports, particularly when coupled with the 
recent abolition of some subsidies, and an 
adjustment of tariff rates to correct this 
would be Gilbertian. A great many of our 
secondary industries are in their infancy, 
and could not compete with imported 
goods without the protection which the 
present exchange rate affords them. 

In addition, such export markets that 
have been built up for our secondary in- 
dustries would also be adversely affected. 
With the return of a buyers’ market, the 
slender price advantage we have at present 
by reason of our exchange rate would be 
seriously prejudiced by an appreciation, 
particularly as competition for those mar- 
kets from other overseas exporters becomes 
keener every day. We had an example of 
that in a small way at the time of the re- 
cent New Zealand appreciation, when Fiji, 
until then a sound New Zealand market, 
immediately turned to Australia for quota- 
tions. (In fact, the New Zealand experi- 
ment, from all accounts, has not worked 
out altogether according to schedule—a re- 
sult which was previously reported in con- 
nection with the Canadian and Swedish 
appreciations. ) 

Incidental perhaps, but a point which 
you all fully appreciate, would be the 
effect such an appreciation would have 
upon holders of imported stocks of raw 
materials, partly goods, and 
marketable stocks. 

Primary producers of all sorts—the 
growers of wool, wheat, meat, dairy pro- 
duce, fruit, wine, and so on, and the pro- 
ducers of gold, lead, and zine and other 
metals, would immediately be adversely 
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effected by an appreciation, whilst their 
costs would probably not be reduced for a 
long while, if at all. 

An appreciation to the ratio of £100 
Australian equalling £100 English would, 
of course, mean an immediate loss to those 
producers of one fifth of their gross in- 
come, whilst any compromise between 125 
and 100 would mean a relative reduction. 
The point of this being that the producers’ 
present net profit would be reduced by an 
amount equal to one-fifth of the gross pro- 
ceeds of their produce. For instance, a 
man making 40% net profit would find his 
net income reduced by 50%. For, obvi- 
ously, the 20% reduction in gross income 
would not be spread in reduction of costs, 
but would come off the top or the cream 
of his income. 

Admittedly, primary producers are re- 
ceiving big money for their produce, but 
that is due to good seasons and to high 
world parities based upon supply and de- 
mand for the products. It would surely be 
illogical to suggest that these high world 
prices which, after all, can only be tem- 
porary, should be discounted by an adverse 
manipulation of the exchange rate. 

The high prices enjoyed by rural indus- 
try have enabled them to recover recently 
from the catastrophic effects of the depres- 
sion, and are providing reserves against 
the bad seasons and failing prices which 
must inevitably come. 

In addition, present returns are en- 
couraging the development of new country 
—more acres under pasture for meat and 
dairy produce, more wheat and _ barley, 
more vineyards, and so on. It is particu- 
larly important that every incentive should 
be given to greater production of food- 
stuffs and exportable produce. It is ex- 
pected that between this and 1956 Austra- 
lia will have a further two million people, 
in addition to the one million increase 
since before the war. ‘If that expectation 
materialises, we shall have no meat or 
dairy produce to export, and may be short 
even of local requirements. 

Other exportable products will be re- 
duced in volume. On the other hand, 
there will be the necessity to import more 
of the goods we ourselves cannot produce. 
How are they to be paid for? Only by 
producing more of the products other 
nations are prepared to accept in exchange 
for their goods. 
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Just as devaluation recently gave a 
fillip to the gold mining, so appreciation 
will have the reverse effect. 

At the present time an ounce of fine 
gold is worth £15/10/- Australian. If the 
exchange ratio were altered to 
115 the price would be £14 5 2 (8%) 
1123 ,, = ite , £13 19 O (10%) 
110 ,, - » » £138 12 10 (12%) 
100, Si, »  » £12 8 O (20%) 
This shrinkage in income would reduce the 
industry to the uneconomic level which ex- 
isted before the latest devaluation. De- 
velopment except in the richest mines 
would be restricted, and some mines would 
cease to operate. 

The immediate effect upon gold shares, 
or, in other words, upon the capital in- 
vested in the industry, is obvious, but the 
repercussions of all the circumstances I 
have mentioned would extend far beyond 
these shares and adversely affect the stock 
markets generally—a slowing down of in- 
vestment and a reduction in prices. 

Turning now to the statement that the 
government would make a saving of some- 
thing near £7} million Australian in over- 
seas interest and service costs. This is ap- 
proximately correct, and is a large amount 
of money, but it would be over-shadowed 
many times by loss of tax revenue in Aus- 
tralia. 
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It must be remembered that any reduc- 
tion of income comes off the net profit, 
and means a reduction in taxable income. 


Take exports alone. Last year our total 
exports amounted to about £555 million 
Australian. A reduction of one fifth would 
mean a reduction in taxable income of £111 
million. Taxation on this at 5/- in the £, 
which is too low, would mean a tax loss of 
nearly £28 million. Taxation at 10/- would 
mean £55 million. Somewhere between the 
two is probably correct, and this having 
regard to exports alone and ignoring pro- 
ducts consumed in Australia. 

Can the government be expected to ac- 
cept this reduction in revenue in view of 
the enormous expenditure to which it is 
committed ? 

I do not propose to analyse the political 
effects of any appreciation. They are, no 
doubt, obvious to you. Suffice it to say 
that the majority of Federal constituencies 
contain large rural interests, which, natur- 
ally, could be vociferous and active in re- 
sentment of any government which re- 
duced their incomes. 

In conclusion, gentlemen, I am obliged 
to think that, taking all these factors into 
consideration, the present is not an appro- 
priate time to reduce incentive to the in- 
creased production which is so essential to 
our future progress and welfare. 
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STUDENTS’ SECTION 


Edited by 


K. C. KEOwN, A.C.A. (AUST.), A.M.T.C. 
> > 


THE TAXATION OF LEASES 


by 


**ScRIPTOR’’ 


PART I 


Ref.: Division 4 (ss. 83-89) of the Commonwealth Income Tax 
Assessment Act, 1936-49 — Referred to herein as ‘‘the Act.’’ 


The first question to answer is: ‘‘ What 
is a lease?’’ Mozeley and Whiteley’s Law 
Dictionary defines a lease as ‘‘a demise or 
letting of lands or tenements . .. by one 
person, called the lessor, to another, called 
the lessee, for a term of years, or life, or 
at will, usually for a rent reserved.’’ This 
is the usual conception of a lease. A more 
accurate definition, however, and one 


quoted with approval by the courts from 


time to time is this: ‘‘A lease is a contract 
for the exclusive occupation of land or 
tenements for a number of years or other 
determinate period’’ (Woodfall). 

The words ‘‘exclusive occupation’’ are 
most important. If the contract does not 
confer a right to exclusive occupation of 
the land, it cannot constitute a lease. If A 
should permit B to, say, graze sheep on 
A’s land, and to use the land for that 
purpose only, then B is a licensee, and 
not a lessee, and a true licence does not 
come within the provisions of Division 4 
of the Act. At the same time, we must 
notice that Woodfall, following his defini- 
tion of a lease, adds that ‘‘a licence to 
inhabit or enjoy, if it give an exclusive 
right to oceupy, may have the same effect’’ 
(as a lease). In such a ease the contract 
may well be regarded as a lease, and re- 
gard will then have to be had to Division 4 
of the Act. 

_ The other important feature of a lease 
is that it must give the lessee this right to 
exclusive occupation ‘‘for a number of 
years or other determinate period.’’ In 
Landale v. Menzies (1909), we find it said 
that ‘‘a contract for the exclusive occupa- 
tion of land for a determinate period, 
however short, constitutes a lease.’? Thus 


“ec 


a contract to hire a polling booth for a 
period of one day has been held to be a 
lease (Nell v. Longbottom (1894)). Simi- 
larly, too, a tenancy from week to week is 
a lease. 

In the average type of lease, the only 
consideration is the payment of a periodic 
rental by the lessee to the lessor. These’ 
payments will be income in the hands of 
the lessor (and assessable, as a rule, as 
income from property) ; while the amounts 
paid by the lessee, if the leased premises 
are used by him for the gaining of assess- 
able income, will be allowable deductions. 

Sut in many types of business lease, the 
lessee, in addition, sometimes, to payment 
of rental, is required to make a lump sum 
payment in consideration, say, for the 
grant to him of the lease. In a broad 
sense, this lump sum payment, which is 
called a premium, is again assessed, in 
the hands of the lessor, as income from 
property, while the lessee, if he is using 
the premises for the gaining of assessable 
income, is entitled to deduct the sum so 
paid from his assessable income. 

The position under the Act, however, is 
rather more complex than this broad state- 
ment suggests. By s. 84 the assessable 
income of a taxpayer shall include, in 
addition to rent, any premium received by 
him in the year of income, and any con- 
sideration so received for or in connection 
with his assent to any grant or assignment 
of a‘lease. We must therefore determine 
what is a premium (or what is a premium, 
fine or foregift). In Clarke v. F.C. of T. 
(1932), it was held that money received by 
an owner of land for a tenancy of lease- 
hold estate is a ‘‘premium, fine or fore- 
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gift,’’ and the Chief Justice there said: 
‘The lessor’s income includes all sums 
paid by a tenant other than the rent re- 
served by the lease, such as sums which 
are demanded on the renewal or surrender 
of a lease or on the giving of a new lease.’’ 
Again, Ridley, J., in King v. Lord Cado- 
gan (1915), 1 K.B. 821, stated that a pre- 
mium is ‘‘a consideration passing in lieu 
of rent from the tenant to ‘the landlord. 
...In a sense it is capitalized rent, some- 
thing that is payable not as an annual 
rent, but as a payment down to take the 
place of what otherwise would be calcu- 
lated and paid as an annual rent.’’ More 
shortly, a premium has often been called 
‘‘eongealed rent paid in advance.’’ But 
for the purposes of the Act, ‘‘Premium”’ 
means any consideration in the nature of 
a premium, fine or foregift payable to any 
person for or in connection with the grant 
or assignment by him of a lease, or any 
consideration for or in connection with 
the surrender of a lease, or for or in con- 
nection with any goodwill or licence at- 
tached to or connected with land a lease of 
which is granted. assigned or surrendered ; 
and where any of the foregoing considera- 
tions is payable in more than one amount 
each such amount shall be deemed to be a 
premium (s. 83). In other words, the 
consideration passing from A to B in each 
of the following circumstances would be a 
premium within this definition: 

(i) B grants A a lease of land for a 
period of five years, in considera- 
tion of which A pays B £1,000. This 
amount is a premium paid in con- 
nection with the grant of a lease 
from B, the lessor, to A, the lessee. 
B is the lessee of certain property, 
under a lease having five years still 
to run. He assigns the lease to A in 
return for payment by A of £1,000. 
Here A becomes the new lessee by 
virtue of the assignment of the 
lease. 

B leases certain land to A for a 
period of five years. After the lease 
has run for three years, A seeks to 
to be released from his obligations 
under the agreement, and pays B 
£1,000 to secure this. Similarly, if 
B wishes to resume oceupation of 
the land before the expiration of 
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A’s lease, he may induce A to give 
up his rights under the lease in 
return for £1,000. In each of these 
cases the lease has been surrendered 
—the lessee has given up his rights 
under the agreement and the pro- 
perty has reverted to the lessor—in 
return for a premium, paid in the 
first case from the lessee to the 
lessor, and in the second case from 
the lessor to the lessee. 

B is the lessee of a shop owned by 
the owners of an adjacent theatre, 
who have given B a licence to sell 
sweets inside the theatre. B assigns 
both the lease and the licence to A 
in return for £1,000. This sum is a 
premium paid by A to B in con- 
nection with a licence connected 
with land a lease of which is 
assigned. 


(v) B is the lessee of a shop to which, on 


account of its locality, a certain 
amount of local goodwill attaches. 
He assigns the lease to A, who, 
amongst other things, pays B £1,000 
for the goodwill. This payment is 
made in connection with goodwill 
attached to or connected with land 
a lease of which is assigned, and is 
therefore a premium. (We should 
notice here, however, that if the 
goodwill .were ‘‘personal goodwill,”’ 
any amount payable in respect of 
it—as, for example, on the purchase 
of a medical practice—would not be 
subject to tax). It is only fairly 
recently that licence and goodwill 
payments have been included in 
lease premiums. Goodwill was for- 
merly exempt from tax, and it was 
possible for lessors, when assigning 
leases, to avoid tax by placing a low 
value on the lease and a high value 
on the goodwill or licence. To cir- 
cumvent this method of tax evasion 
The Act was amended to treat as a 
premium not only the amount 
named as such in the agreement, 
but also the amount stated as the 
value of the goodwill or licence. So 
if the owner of the lease of an 
hotel were to sell the business for 
£10,000, made up of £2,000 for the 
lease, £1,500 for the licence, £1,000 
for the goodwill and £5,500 for 
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stock and fittings, the Commis- 
sioner, assuming he is satisfied that 
the values placed on the various 
assets ure fair and reasonable, will 
treat a sum of £4,500 as the pre- 
mium for the transfer of the lease. 

Now in all these illustrations, the pre- 
mium has been shown as a cash payment, 
but it is not necessary that a premium be 
always payable in cash. Premium means 
any consideration, and would therefore in- 
clude, for instance, shares in a company 
issued in return for the grant of a lease 
to the company. In such a case the value 
of the shares would be the market value on 
the day of issue, and not the par value. 
If a market for such shares does not exist, 
then the value will be that determined by 
some independent expert or experts. 

Again, ‘‘premium’’ could include the 
value of any improvements erected or to 
be erected on the leased premises by the 
lessee, and to become the property of the 
lessor on the expiration of the lease. This 
is by no means unusual, as leases of land 
are often granted in consideration of the 
lessee agreeing to erect thereon certain 
buildings which are to become the pro- 
perty of the landlord on the expiration of 
the lease. 

But if a lessee gives consideration to a 
lessor in return for an option to purchase 
the leased premises, such consideration 
will not be a premium, as the option to 
purchase is something quite distinct from 
the granting of a lease (EKisen v. C. of T. 
(V.S.W.), 1930). 

These, then, are the forms which a pre- 
mium may take, and it is necessary now to 
deal with the remaining sections of Divi- 
sion 4. These may conveniently be dealt 
with under the following headings: 


A.—Position of taxpayers receiving a pre- 
mium. 


Where premium is received in one 

lump sum. 

Where premium is received in in- 

stalments. 

Where taxpayer is a company. 

Where taxpayer is an individual 

(other than a company). 

(a) Where taxable income is 
greater than the lease 
mium. 
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(b) Where 
greater 
mium. 

(v) Where consideration consists wholly 
or m part of improvements erected 
by lessee. 

B.—Position of 
mium., 

C.—Deductions allowable on assignment of 
a lease. 

D.—Surrender of leases. 

(i) Where premium is paid by lessee to 
lessor. 

(ii) Where premium is paid by lessor to 


lessee. 


is not 
pre- 


income 
the lease 


taxable 
than 


taxpayer paying a pre- 


Leases from the Crown used for pri- 
mary production. 
(i) Leases assigned prior to commence- 
ment of present Act on 1/1/1937. 
(ii) Leases assigned subsequent to com- 
mencement of present Act on 
1/1/1937. 


A.—Position of taxpayer who receives a 
premium. 

A person who receives a premium must 
include it in his assessable income, but the 
method of taxing that premium will vary, 
depending upon whether it is received in 
one lump sum, or whether the total sum 
is payable by instalments. 


(i) Where premium is received in one 
lump sum. 

Here the amount is included in the tax- 
payer’s assessable income during the year 
in which it is received—even though the 
premium relates to a lease of several 
years’ duration— and the assessable in- 
come arising from a lease transaction is 
taxed during the year in which it is 
received. 

Example: A leases an hotel to B for ten 
years; the premium is £10,000 payable on 
the signing of the lease. The expenses re- 
lating directly to the lease are £2,000, and 
are deductible from the premium. A re- 
ceives the premium during the year ended 
30th June, 194% Assuming he has no 
other income, his assessable income for that 
year is £8,000, and he will be taxed 
accordingly. 

(ii) Where premium is received in 
instalments. 

Here the same rules apply. The Act, 
in defining ‘‘premium,’’ adds that if the 
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total sum payable is paid in instalments 
then each instalment is treated as a 
separate premium—i.e. each instalment is 
a separate premium and is taxed during 
the year of receipt. 

Example: A leases an hotel to B for a 
period of ten years, premium payable 
£10,000. This amount is payable in two 
instalments—£6,000 on the signing of the 
agreement on 31st January, 1947, and 





Year ending 30th June, 1947— 
Premium Received 
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£4,000 on 31st January, 1948. Expenses 
relating directly to the lease are £2,000, 
and are deductible from the premium. 


A’s total profit on the lease is therefore: 


Premium .. £10,000 
Deductions 2,000 
Net Premium £8,000 


A’s taxation position is: 





Net Premium 6,000 8,000 





= 


Total Premium 


~Year ending 30th June, 1948— 
© . ’ . 
Premium Received 





xXx 
10,000 ] 





Net Premium 4,000 8,000 
= x = £3,200 





x 


Total Premium 1 





A is therefore taxed on £4,800 in 1947 and 

£3,200 in 1948. 

(iii) Where taxpayer is a company. 
Companies are taxed-at a flat rate in 

the pound, and no great hardship will 

result to a company taxpayer by taxing 

lease premiums in the year of receipt. 


(iv) Where taxpayer is an individual. 


But an individual is taxed at graduated 
rates —i.e., the greater the income the 
greater the rate per pound of tax —and 
hardship could well result in his case, be- 
cause the inclusion of a premium relating 
to a lease of several years’ duration in 
one year’s income will greatly increase 
both his rate of tax and the amount of tax 
payable. If, for instance, A’s taxable in- 
come in one year were £1,000, derived 
from property, he would be taxed at the 
rate of, say, 50.5 pence in the pound. 
Assume that during that year he grants a 
lease of property to B for a period of five 
years, and receives a premium of £4,000. 
In that particular year of income, then, 
A’s taxable income (apart from questions 
of deductions, ete.) would be £5,000 from 
property. His rate of tax would then be, 
say, 123.35 pence in the pound, and the 
amount of tax payable would be very 
considerable. In other words, his rate of 
tax has been increased by approximately 
6/- in the pound, and the amount of tax 


(Continued on page 243) 
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payable has been correspondingly _in- 
creased. Section 86 of the Act, where it 
applies, is designed to prevent this hard- 
ship, but that section does not apply to the 
following: 

(1) Taxpayers who are companies. We 
have just seen that companies are 
taxed at a flat rate in the pound 
and therefore do not have their 
total tax increased in respect of the 
premium taxed. 

(2) Primary producers. These tax- 

payers are subject to the averaging 
provisions of Division 16 of the Act, 
which provide that a primary pro- 
ducer shall be taxed at the rate 
applicable to an income equal to the 
average income of the year under 
review and the four preceding years. 
Leases which are of a duration of 
less than twenty-five complete cal- 
endar months. 
Leases, the premiums on which are 
payable in instalments extending 
over three or more years of the 
lease. 

Section 86 applies to all other taxpayers 
who receive lease premiums, and operates 
so as to reduce, not the taxable income, 
but the rate of tax applicable to the tax- 
payer’s income, by laying down formule 
to enable the calculation of a ‘‘notional”’ 
income which will provide this reduced 
rate. These formule are as follow: 


(ww) 


~ 
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(a) Where taxable income is greater than 
the lease premium. 


Divide the premium (or sum of the pre- 
miums, if there are more than one), by 
half of the number of years in the term 
of the lease (or, in the words of the Act, 
by one twenty-fourth the number of com- 

months) and add the _ resultant 
amount to the taxpayer’s other income. 


Premium 


Other Income 


Notional Income 


A is therefore taxed on an income from 
property of £9,000 at the rate applicable 
to an income from property of £4,600 and 
on an income from personal exertion of 
£2,000 at the rate applicable to an income 
from personal exertion of £4,600. 


b) Where 


than the lease premium. 


taxable income is not greater 
To ascertain the notional income in this 
case, divide the taxable income by half the 
nuniber of years in the lease. 
There are two cases where this formula 
is applicable : 
i) Where the lease premium is the only 
income, and 
ii) Where there is a lease premium and 
also a loss from another business. 


Exam ple $e 


i) Assume that X receives a premium 
of £10,000 for the ten years’ lease 
of a building. He has no other in- 
come. Notional income is therefore: 
10,000 
——— — £2 (000 

5 
taxed on £10,000 at the rate applic- 
able to an income from property of 
£2,000. 
Assume that X receives a premium 
of £20,000 for a ten years’ lease 
and, in addition, ineurs a loss in 
another business of £2,000. 

The notional income is therefore 


and he will be 
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Example: A grants B a lease of premises 
for ten years, premium payable £8,000. 
A has other income—£1,000 from property 
and £2,000 from personal exertion. He is 
not entitled to any deductions. He must 
include the whole premium in his assess- 
able income, so his taxable income is there- 
fore £11,000 (£9,000 from property and 
£2,000 from personal exertion 

The lease is of not less than 25 complete 
months’ duration; A is not a primary pro- 
ducer; therefore s. 86 applies as follows: 


£8 OOO 

£1,600 
£3.000 
£4,600 


the taxable income divided by half 
the number of years in the term of 
the lease: 
£18,000 
£3,600 


~ _—eee 
X will be taxed therefore on an in- 
come of £18,000 at the rate applic- 
able to an income from property of 
£3.600. 

The procedure illustrated in (ii) above 
is slightly different when a taxpayer, in- 
stead of receiving one premium, receives 
two or more. When this happens the tax- 
able income is divided in proportion to the 
amounts of the net premiums and the eal- 
culation then proceeds as above. 

Example: Assume that a taxpayer re- 
ceives in the one year two premiums, one 
of £8,000 for a 16 years’ lease (Premium 
A) and the other of £10,000 for a 20 years’ 
term (Premium B). In addition, he ineurs 
a loss on a business amounting to £3,000. 


His taxable income is: 
£8 000 
10,000 


Premium A 
Premium B 


18,000 
3,000 


£15,000 


Business Loss 


Taxable Income.. 
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Premium A 
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The calculation then proceeds in this fashion: 
Taxable Income 
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8,000 
= x 


15,000 


= £6,667 








x 


Total Premiums 1 


Premium B 





Taxable Income 


18,000 1 





10,000 
a x 


15,000 
= £8,333 








xX 


Total Premiums 1 





The notional income is ascertained by 
dividing each of the amounts calculated 
above by half the number of years in the 
respective leases: 





6,667 
For Lease A .. .. ——= £833 
~N 
8.333 
For Lease B .... —== £4833 
10 — 
Notional ineome £1,666 


The taxpayer will therefore be taxed on 
an income of £15,000 at the rate applic- 
able to an income from property of £1,666. 


v. Where consideration consists wholly or 
in part of improvements erected by 
the lessee. 

In cases where the consideration for 
granting the lease is satisfied in whole or 
in part by improvements erected on the 
property by the lessee, and such improve- 
ments are, on the expiration of the lease, 
to become the property of the lessor, the 
lessor is taxed, over the term of the lease, 
on the value of such improvements. The 
value of the improvements is their esti- 
mated value as at the expiration of the 
lease agreement. 

Section 87 of the Act sets out the man- 
ner of taxing the lessor in such a case, and 
the provisions of that section may be sum- 
marized as follows: 

(1) An estimate is made of the value to 
the lessor of the improvements at 
the expiration of the lease. 

(2) A ealeulation is made of the 
amount which would have to be in- 
vested at the rate prescribed (at 
present 5 per cent.) at the begin- 
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ning of each year the lease has to 
run to accumulate at the expiration 
of the lease to the amount ascer- 
tained in (1). 


(3) The amount so calculated is then 
included in the income 
of the lessor during each year of the 
eurrency of the lease. The first year 
shall be that in which the improve- 
ments are made and the last shall 
be the year in which the lease 
expires. 


assessable 


Example: Assume a lessor grants a 
building lease for 15 years, the considera- 
tion being an undertaking by the lessee to 
erect a building costing £20,000 which, on 
the expiration of the lease, is to become 
the property of the lessor. The building is 
commenced immediately the lease is 
granted. 

The estimated value at the expiration of 
the lease is £15,000. Rate of interest is 
5 per cent. (prescribed by regulations). 
Sum which if invasted annually would 
amount to £1 at the end of 15 years equals 
.044135. Therefore, lessor must include 
each year in his income 15,000 « .044135 
= £662. 


In cases where the Commissioner is of 
the opinion that the annual instalment 
cannot be satisfactorily determined, the 
value of the improvements will be included 
in the assessable income of the lessor on 
the expiration of the lease. 


When a leasehold property upon which 
improvements have been erected is sold 
during the year, the instalment provided 
for by s. 87 shall be included in the assess- 
able income of the purchaser. 








(Part II will appear in July issue) 
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LEGAL SECTION 


Edited by 
J. M. GREENWOOD, LL.B., F.I.C.A. 


CHARTERPARTY 


A charterparty provided that a ship 
should take a cargo of potatoes from Rot- 
terdam to a range of ports including 
London and there deliver it to “the usual 
safe berth, as customary.” The charterer 
nominated New Hibernia Wharf above 
London Bridge as the place of discharge, 
but, on the arrival there, the 
charterer gave orders for her to proceed 
to Hay’s Dock, 260 yards down the river, 
and below London Bridge, where the 
eargo was discharged. The freight pay- 
able to the shipowners was 2s. 3d. per 
ton less at Hay’s Dock than at New 
Hibernia Wharf. 

Counsel for the charterers contended 
that a charterer is not debarred from 
changing his mind after he has nominated 
the vessel’s berth, but that he can nomi- 
nate another berth at any time before the 
ship begins to discharge, or, at any rate, 
before she becomes an arrived ship. Held, 
that onee the port or berth has -been 
nominated, it is to be treated as if written 
into the charterparty. To permit the char- 


vessel’s 


terers to alter it would be to permit a uni- 
lateral alteration of the contract. 

Counsel next argued that if there was a 
breach of the charterparty, it was waived 
by the action of the master in taking the 
ship to the new berth. Held, that counsel 
would have to establish that the master on 
behalf of the shipowners agreed to aban- 
don their right to damages, and that he 
had not done this. Judgment was there- 
fore given for the shipowners for the ad- 
ditional freight of 2s. 3d. per ton. 

Devlin, J., somewhat whimsically ob- 
served, ‘‘I dare say that, if the master had 
been a lawyer, he would have sent for the 
charterparty, and, after having read it 
carefully, would have discussed the legal 
position with Mr. W., the boatman who 
was selected to convey the message relat- 
ing to the change in instructions, and 
would have told Mr. W. expressly that he 
was reserving his right to damages. 
Whether Mr. W. would have made very 
much of that, I gravely doubt.’’ (Anglo- 
Danubian Transport Co. Ltd. v. Ministry 
of Food, {1949] 2 All E.R. 1068.) 


EMPLOYER’S OBLIGATION NOT INCREASED BY PHYSICAL DEFECT 
OF SERVANT 


A workman who, owing to a cataract, 
only had the use of one eye, was employed 
as a fitter in the garage of the defendant 
Borough Council. On the day in question, 
while he was using a hammer to remove 
a bolt on a vehicle, a chip of metal flew off 
and entered his good eye, so injuring it 
that he became totally blind. The defend- 
ants did not provide goggles for the work- 
man to wear while he was engaged in such 
an operation. 

Held: the operation on which the work- 
man was engaged was not a dangerous 


operation and there was no general duty 
on the defendants to provide goggles for 
their workmen; the fact that the conse- 
quences of an accident to an eye would be 
more serious to him than to a man with 


normal sight did not impose a greater duty 
on the Borough Council to provide protec- 
tion for him than the duty owed by them 
to other employees; and, therefore, the 
Borough Council could not be held liable 
for the injury. (Paris v. Stepney Borough 
Council, [1949] 2 All E.R. 843.) 
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Mr. J. A. L. Gunn has had the imper- 
tinence to attack me with both venom and 
vulgarity in the columns of the May, 1950, 
issue of The Australian Accountant. In 
short, he implies that I am senile. Even 
if this be true, which is not admitted, I 
take leave to inform my reptile contem- 
porary that one cannot become senile un- 
less one has brains to begin with. 

It is a trouble for any gentleman to 
have to notice the lucubrations of so ill- 
bred and ignorant a person as Mr. Gunn, 
but the publication of his insolent note has 
left me no option in the matter but to ex- 
pose him for what he is. 

For some time I have been 
with this person’s taxation notes. They 
are little better than dull scraps of in- 
formation. The best that be said of 
them is that they exhibit a certain skill 
in precis writing, a very lowly art. 

The taxation supplement, in its present 
hands, displays no original ideas concern- 
ing taxation. In fact, the only thoroughly 
original ideas I have ever heard him ex- 
press have had reference to his own superi- 
ority as an accountant over accountants 
greater than himself. 

If the publishers can be persuaded to get 
rid of this offensive person and appoint me 
as this journal’s Taxation Editor I can 
promise an interesting and _ instructive 
supplement. In proof of this, I give the 
following examples of my style: 


A. O. Wy.peEe-LANCASTER. 


dissatisfied 


can 


Child Allowance 

Under the New Zealand 
legislation the concessional allowance in re- 
spect of children is restricted to the fol- 
a child of the taxpayer, a step- 


income tax 


lowing: 


child or adopted child of the taxpayer, or 
a grandchild of the taxpayer. 

In the wide open spaces of Australia, 
where men are men, we do not force the 
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A PROTEST 
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taxpayer to prove that he is the father of 
his child in order to obtain the concessional 
allowance under the Commonwealth <Aet. 
The allowance is in respect of ‘‘each 
child’’ who is wholly maintained by the 
taxpayer. 


This highly important difference _ be- 
tween New Zealand and Australia goes 
back to the origins of the two populations. 
The predominant New Zealand settlers 


came from Scotland. Under its theocratic 
government the way of the moral trans- 
gressor Was most uncomfortable. This was 
the land of the ‘‘Stool of Repentance,’’ the 
use of which persisted well into last cen- 
tury. The ‘Cutty Stool,’’ as it was famili- 
arly called, was a low stool conspicuously 
placed in front of the pulpit in Scottish 
churches. On it persons who had become 
subject to ecclesiastical discipline for im- 
moral conduct were required to sit during 
publie worship. Thus the sinners professed 
their penitence. This gentle sport livened 
up the service. At its close the penitent 
was required to stand on the stool and be 
‘*rebuked’’ by the minister. 

Men who could devise such a bright en- 
tertainment as the Stool of Repentance 
were naturally obsessed with the Old Tes- 
tament patriarchal concept and were de- 
termined that no man should receive an 
income tax allowance unless he could 
swear that he was the father of his chil- 
dren. This restriction made the master of 
the house very nervous, and a strict eye 
was kept on travellers, whether commer- 
cial or uncommercial. 

A curious case is reported from New 
Zealand concerning the income tax allow- 
ance for children. A Maori chief claimed 
a deduction for 14 children. The tax off- 
cial dealing with the chief’s return noticed 
that one child was born in April, 193], 
and the next in July of the same year. The 
official pointed out that it was impossible 
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End Pages—continued 
for the chief’s wife to have children at 
such a short interval. The chief replied: 
‘‘No, but her sister, she help.”’ 

White 
origin. 


different 
gallant 


Australia had a 
The ruling class were 
English officers, cadets of some of the 
mother country’s best families. How 
proud we are to be the descendants of 
these tender guardians of our convicts; 
these men of broad vision in spite of their 
mean, boozy eyes; these men with hearts 
of gold albeit their heads consisted of a 
more malleable material; these men of 
stout frame, their bodies reeking of sandal- 
wood oil and their breath capable of dis- 
tillation. These champions of tolerance ate 
the buttered bun with resignation. What 
eared they if horns sprouted from their 
heads? All they asked was that the Aus- 
tralian income tax law should never be so 
impertinent as to ask if they were the 
fathers of their children. Sufficient be it 
that the claimant wholly maintained the 
brats. 


very 


In proof of the tolerance of the English 
in matters of morality and of their detesta- 


tion of the intolerance of their northern 
neighbours, I quote the following passage 
from Trevelyan’s English Social History: 
“And the English of all religions or none 
were shocked or amused at the rigour of 
the social discipline of the Kirk. Crom- 
well’s troopers, in their day of power in 
Scotland, used to seat themselves in de- 
rision on the stool of repentance in the 
parish churches and in Anne’s time that 
instrument of moral reformation was as 
alien to the free spirit of the English 
Dissenting sects as it was to the mild 
authority of the village parson.’’ 

Coming down to the period of Austra- 
lia’s beginnings, English eighteenth cen- 
tury history affords numerable examples 
of the ‘‘free spirt’’ of the aristocracy; 
very free indeed. A fair sample is Lady 
Sarah Lennox (1745-1826), the daughter 
of the Duke of Richmond. During her first 
marriage to Sir Charles Bunbury, her 
lovers were reported to be legion. She once 
exceeded the bounds of good taste by sink- 
ing to an actor and a house of assignation, 
on the windows of which she wrote some 
indiscreet inscriptions. Edith R. Curtis, in 
lady Sarah Lennox, describes this bar- 
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sinister honeymoon resort: ‘‘The back door 
of the Long Acre bagnio was very com- 
modiously situated for privacy in a bye- 
court, and many were the little closed 
carriages that drew up before it. The 
heavily veiled ladies who stepped out of 
them were always furnished with a private 
key that admitted them to the elegant 
flight of rooms above. The waiters were 
not allowed to enter. The wine and pro- 
visions were deposited in an outer chamber 
from which the gallants served themselves 
and their mistresses, and an iron bar 
served to indicate that the apartment was 
already oceupied.”’ 


Just in case my three Melbourne readers 
are feeling smug concerning the back- 
ground of the Port Phillip colony, let me 
remind them that their city was named 
after a Prime Minister who gazed mourn- 
fully at his mother’s portrait and, re- 
membering his half brothers and sisters, 
complained of the dear lady’s immorality. 
To add to his gloom, Lord Melbourne’s 
wife made herself the laughing stock 
(whatever that may mean) of England in 
her frenzied pursuit of Lord Byron. Who 
knows but that gloom is the origin of 
Melbourne’s Sunday. 

Gentle readers, do not deny that I have 
added considerably to your store of in- 
come tax knowledge. 


Default Assessments 


In Mrs. Chernenkoff v. Minister of Nat. 
Rev., |1949] Can. T.C. 369, the taxpayer 
owned a farm in Canada. She was a mem- 
ber of the Doukhobor community, and 
spoke only Russian. The Revenue authori- 
ties took a jaundiced view of her income 
tax returns, and two taxation inspectors 
invited themselves to come up and see her 
some time. One of the inspectors under- 
stood the Russian language thoroughly, 
but he was an unusually modest young 
man and said nothing about his attain- 
ment. He questioned the taxpayer in 
English and the questions were translated 
into Russian by the taxpayer’s son, who 
translated her replies into English. The 
inspector listened to the talk in Russian 
between the mother and her son and could 
swear that the son’s translation of her re- 
plies was accurate in every instance. Based 
on the information supplied in this way, 
the Revenue issued a nice packet of default 
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End Pages—continued ‘‘new Australiafis’’ acquire our major in- 
assessments on a ‘‘net betterment’’ basis. dustries. The inspectors will have to do} 
When the case came into Court the tax- more than conceal their talent; they may, 
payer and her son denied that they had like Mr. Dugan, have to dye their hair, 
agreed to certain items, including ‘‘sub- Moreover, they must not be thin-skinned, 
sist’’ and ‘‘drawings,’’ and claimed that as they will hear some very funny things, 
the inspector had established the figures I remember the case of an inspector who 
personally and without any consent on had ‘‘cleaned up’’ two Italians who lived 
their part. Unfortunately for the tax- in different suburbs. The Italians were 
payer, she did not know that the inspector trying to find out if it was the same in+ 
understood Russian. All’s fair in love, spector who had removed all but their ap- 
war, and taxation, and the Court accepted pendixes. The conversation went like this: 
the inspector’s evidence of the taxpayer’s ‘*Ts he bald?’’ 
admissions at the interview, with the re- ce 
sult that she lost her case. “*Ts he fat?’’ 

It might help the Australian Com- et 
missioner, in his weary task of explaining ‘*Ts he ugly ?’’ 
to the community that he takes a dim view “T.:"" 
of an income tax return based on ‘‘a fair ‘*Is he both ends of a piece of string or 
thing,’’ if he engaged a few linguists, par- something?’’ 
ticularly when, in a few year’s time, the ‘*That’s the fellow!”’ 


DEPRECIATION AND REPLACEMENT 


It appears to be the consensus among economists that it should not be 
necessary for a business enterprise to have to obtain additional investment in order 
to maintain itself in operating condition. They hold that a business should be self- 
perpetuating; its income, in the absence of any plan of expansion, should be 
sufficient not only to break even in the accounting sense but also to yield a reason- 
able income to its owners and, in a period of rising prices, to yield an additional 
sum to cover the increased cost of replacing the exhausted plant and equipment. 
It follows that if the additional cost of maintaining the fixed assets is to be 
obtained through operations, unless costs and expenses can be decreased—which is, 
unlikely—the selling prices will have to be mereased. And this is precisely what 
has been done in almost all enterprises, as everyone knows. 

In order to provide the sums necessary for the increased cost of replacement) 
of plant and equipment, all that is usually necessary is the adjustment of the selling 
prices. This, however, is not always as easy as it might seem, particularly in a 
highly competitive market. It is a problem of sales strategy that must be solved 
by management. 

But there are those who think the problem is one that can be solved by the 
accountant. They believe that by changing accounting technique a business cal} 
get the money to cover the increased cost of replacement of assets. Specifically, ¥ 
they believe that by accelerating the amortization of the fixed asset costs additional } 
money will be obtained. But, like the flowers that bloom in the spring, the 
amortization of asset costs has nothing to do with the case. 


JoHN N. Myer, in 
The New York Certified Public Accountant, October, 194) 





ee 








